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Tha INCOME TAX aUUNGS MUlitiiU ■ MinM •! inlHutisii fnra wIikb'tupiTaa ud 
AA cgouct Eiir atiMiii tin bol aidUbli ia&idn *t the Ircad tiU teairau if oScul aeuian 
iilbcaJBluiitrHliiBalllHiimiu ud in£(( Ui inTuiau nllbi Sctedde Ails. ThEiubnla 
biTe HH t( Ihe fgccs h (fleet af TitamiT DeiuigH lod do net camaut the I>>i]itutHeiil la 

tcr; af Ibt Treumr. Evh riEsl nnbolin the aduiiiuglnli'i inKcaliM >f Ibakw and Tiaaur; 

Hied Ihn Ikt HUH remit win nal woaoilr be icfcbijin uolliir cue snllii I-'l Iha malirial 
facta arc identical witk Ihau af Iba reported ease. Aa it ia pot alviji f eabUe to publuli a con- 
^«l« Blflleiacflt af the facta madtttjai eaek nlis^ tber* can he ve atanawe lliat mbj kw eaaa 
■ tldcHlical wilklher^orlcj caaa. Al beannf ani Iliia diidDcdoiit il naj be observed llial (Iw 
f^Mft pvbGabad Iran tian lo liaH hhj apten (a rcTaaaa niHiO pmitHkr paUiabed. 
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PREFACE. 



^tecial attention is directed to the statement on the front cover. 

Hiis Digest supersedes all former Digests. 

The Digest is to be used supplementarj| to Regulationa 45. Thus, 
if a question arose in regard to depreciation of intangible property, 
the first step would be to look in the index of Regulations 45, which 
gives article 163. Under this article the subjeS " depreciation of 
intangible property " is treated, but if further research is desired the 
investigator finds the number of the section of the 1918 law (ordi- 
narily at the top of the page of the regulations ; in this case §214) 
covering this subject. In the Digest the rulings are under the same 
section number. 

At the upper right-hand comer of each ruling a reference is made 
to the bulletin, year, and ruling number. Thus 2-20-669 means the 
ruling appeared firi in Bulletin No. 2- for 1920, and is ruling No. 
669. If the full decision of any digested case is desired it can be 
found in the Cumulative Bulletin— 3)ecember, 1919 — or in Weekly 
Bulletins 1-20 to 34r-20, inclusive, as the case may be, under the 
same section and article numbers, and identified by the ruling 
number. 

Digest No. 11 contains digests of rulings made during the period 
April 1, 1919, to December 31, 1919, which rulings were printed in 
the Cumulative Bulletin of December, 1919 ; also digests of rulings 

Sublished in "Weekly Bulletins 1-20 to 34r-20, inclusive, for the period 
anuary 1, 1920, to August 31, 1920. 

Bulings published include Treasury decisions, opinions of the At- 
torney General, Solicitor's law opinions. Solicitor's memoranda, 
Advisory Tax Board recommendationg ana memoranda, Committee 
on Appeals and Review recommendations and memoranda, and Office 



The following abbreviations are used : 



T. D Treasury deciaton. 

Op. A. G Opioion of Attorney G^ieraL 

O.orL.0 Solicitor's law opinion. 

Sol. Op Soltcttor'a Opinion, 

3 Solicitor's memorandum. 

T. B. B Advisory Tai Board recommendatlOD. 

T. B. M Advisory Tax Board memorantlnm. 

A. R. R Committee on Appeals and Review recommendation.' 

A. R. M Committee on Appeals and Review memorandum. 

0. D Office decision. 

ABC, etc Represent the names of Individuals. 

M N X T Z, etc R€iiresent the names of corporations, places, or bnainesseB, 

according to context. 
I Is used to represent a certain num1>er and when used with 

the word " dollars " represents a sum of money. 

(3) 
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Beforencefl to section and article nunabers are to oe^ons of tha 
Kevenue Act of 1918, and to articles of Regulations 45, unleBs other- 
wise stated. 

Hillings are arranged in the numerical order of the sectionB of the 
Kevenue Act of 1918 to which they relate. To assist taxpayers id 
locating rulings on the subjects covered by the various eecUons the 
following brief outline of the arrangement of the Bevenue Act of 
1918 is given : 

Section 1 General definitions. 

Sections 200 to 261 Income tax. 

Sections 300 to 337 Excess profits and war profits tax. 

Sections 1300 to 1408 General administrative and nuacellaneotis. 

The sections rehiting to income tax are ae follows : 
General frovisiont — 

'Section 200. Income tax definitions. 
^1. Dividends. 

202. Basis for determining gain or loss. 

203. Inventories. 

204. Net losses. 

205. Fiscal year with different rateeL 

206. Part« of income subject to rates for different 

years. 
Indvoid/wHs and corporaHone — 






Net iDCome 

GiwsInaaiM... 
Dednctknu. . . . 
ItemauM di 

(^editBaUmredag^nstliotiiiMime 

Cndlt for taxes 

, Retums. 

Seturna where ttooaunttng period changed. 

Time and plaoelivflllDgretunis 

UnderstUemeDt in t^aias 

Payment ol tax at souioe 



^ i 
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Admdnittrative provisions — 

Section 250. Payment of taxes. 

gection 251. Eeceipts for taxes. 

Section 252. Befunds. 

Section 253. Specific penalties. 

Section 264. Ketums of payments of diTidenda. 

Section 256. KeturnH of brokers. 

Section 256. Information at the source. 

Section 257. Returns to be public records. 

Section 258. Publication of statistics. 

Section 259, Collection of foreign items. 

Section 260. Citizens of United States possessione. 

Section 261. Forto Rico and Philippine Islands. 
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INCOME TAX RULINGS. 



Title I.—GENERAL DEFINITIONS, 

SECTION 1.— GENERAL DEFINITIONS. 

Sbction 1, Abticlb 1502 : Association. 13-19-414. 

O. D. 236. 
An organization, not incorporated, and not having any agree- 
ment with its membere whereby a partnership exists, and where its 
members contribute amounts to further the operations in locating 
mines, is an association and should file an income tax return under 
the Revenue Act of 1918. . 

Section 1, Abticui 1504: Association distin- 10-19-851. 

guisfaed from trust. S. 1068. 

Where ben^ciaries holding certificates evidencing their interest 
nnder a eo-c^ed "Massachusetts trust** agreement annually elect 
persons delegat«d to conduct the affairs of the trust, thus retaining a 
voice in the huHiness, the trust is an association and is subject to the 
normal tax upon ita income under the Acts of IdlS, 1916, and 1918; 
the excess profits tax mider the Acts of 1917 and 1918j the capital- 
stock tax under the Acts of 1916 and 1918 ; and the certificates issued 
by the trust to the benefij:iaries are subject to the stamp tax under 
the Acts of 1917 and 1918. 

Where the trustees originally appointed were to hold office during 
the entire period of the trust, the right of the shareholders being 
limited to filling vacancies, the beneficiaries not retaining any sub- 
stantial control over the affairs of the trust, such a trust is not an 
association or taxable as such under section 280 of the Act of 1918, 
but under section 219 relating to truste. They are not subject to the 
excess profits tax nor the capital stock tax, nor are the certificates 
issued by the trustees subject to stamp tax. (Also eec 219, art. 341 ; 
sec. 230, art. fi08.) 

27-19-600. 
S. 1205. 

When under a trust agreement property is transferred to self-per- 
petuating trustees who have absolute control of the property, in- 
cluding the power of sale and reinvestment of t^e proceeds, and the 
interest of each beneficiary is evidenced by transferable certificates 
of beneficial interest issued hv the trustees, each certificate stating the 
number of shares to which the person named therein is entitled, and 
when the rights of certificate holders are expressly limited to receiv- 
ing such di^ributions of net income or proceeds of the property as 
the trustees may declare, the trustees in no event to have recourse to 
(131 
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the certiiicate holders tot the payment of any expenses or liabilitiee 
incurred, but upon the expiration of the trust to distribute property 
remaining in their hands according to terms of the trust agreement, 
the trust so formed is not taxable as an association under the Act of 
October 8, 1913. 

" 9-20-762. 

S. 1337. 

The stockholders, bondholders, and other creditors of a corporation 
which was heavily indebted, turned over to trustees their stock, bonds, 
and claims, and authorized the trustees to organize a new corporation 
to take over the assets of the insolvent concern. The stockholders, 
bondholders, and creditors had no control over the reorganization 
during the term of the trust which was to continue for a specified 
period unless extended by a majority vote of the stockholders or 
terminated upon consummation of its purpose. They had no power 
to remove trustees or appoint new trustees. 

The stockholders and bondholders were authorized to vote at all 
elections in the reorganization of the old company and the formation 
of the new, but this privilege was intended to protect the rights of 
bondholders until their debts were paid and given them an equal voice 
with stockholders. It was of no effect during the reorganization, 
since the trustees purchased the property from the receivers of the 
company free and clear of any control by stockholders and bond- 
holders. Held, that the trustees constitute a trust and not a joint- 
stock association within the meaning of the E«venue Act of 1916 as 
amended. 

9-20-763. 
O. D. 407. 

It is the extent of the control vested in beneficiaries under a trust 
agreement, rather than the extent to which such control is exer- 
cised, that is determinative of the question whether the trust is in 
fact an association within the meaning of the Bevenue Act of 1918. 

30-20-1083. 
O. D. 598~A. 
Where parties associating themselves for the purpose of purchas- 
ing and holding a parcel of real estate, title to which is vested in a 
trustee, reserve the right to direct and approve the terms of sale of 
the property deeded to the trustee, and the trustee is authorized to 
call upon them to pay certain items if the income of the trust is in- 
sufficient, the organization for income tax purposes is not a trust 
hut an association which is required to render income and profits 
tax returns in accordance with provisions of the law governing 
corporations. 

32-20-1112. 
O. D. 620. 
A, who had the State agency for the sale of a certain appliance, 
not having sufficient funds of his own to operate the business and not 
desiring to form a corporation in which he could not have a con- 
trolling interest, associated himself with B and C, who wished to 
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invest their money without assuming the responsibilities of part- 
ners. A trust agreement for a stated number of years was entered 
into under which A was designated as trustee for his own and the 
other interests. The declaration of— trust recited that the parties 
have paid to the trustee a sum of monev for which he has issued to 
them negotiable certificates of beneficial interest. It was stipulated 
that the Deneficiaries should have no right to call for a partition or 
termination of the trust, and that the death, insolvency or bank- 
ruptcy of a beneficiary should not operate to dissolve or terminate 
the trust or in any way affect the operations thereof. It was further 
provided that the trustee was to have absolute control over the 
affairs of the trust and to distribute the net income periodically at 
intervals not more than a year apart. In short, the trustee was 
given all rights and powers which would have been his if he were 
conducting a business of which he was sole owner. In case of the 
appointment of a new trustee by reason of death, disability or 
failure to act, a majority in interest were empowered to suggest to 
the court a successor trustee. 

Heldj that the organization so formed is a trust, the income from 
which is distributable periodically. The trustee should file returns 
accordingly, using Form 1041 and showing therein, in addition to 
the income and deductions of the business, the distributive shares of 
the owners of the beneficial interests. The beneficiaries should in- 
clude as gross income in their personal returns the amounts so 
shown in the trustee's return to be their distributive shares of the 
net income of the business whether actually paid to them or not. 
(Also sec. 219, art. 341.) 

Sbcfion 1, Articlb 150S : Limited partnership 20-19-501. 

as partnership. S. 1160. 

A limited partnership organized under the laws of Mississippi 
(sees. 5467-5484, Hemingway°s Ann. Miss. Code (1917) ) is not taxable 
as an association on its income under the Act of October 3, 1913, nor 
under the Act of September 8, 1916. 

30-20-1084. 
O. D. 599. 

The M Company, a partnership organized under the laws of the 
State of Pennsylvania, desires to be classed for Federal tax pur- 
poses as a limited partnership of the type mentioned in article 
1506 of Regulations 45. 

The said partnership differs from the type of partnerships pro- 
vided for in the Pennsylvania statute in that the word " limited " 
does not appear in the firm name, yearly meetings of the partners 
are not provided for except by inference, no mention is made of a 
common seal, and no provision is made for limitincr the liability of 
the members. It differs from an ordinary partnership in that it is 
not dissolved by the death of one or more of the partners, but re- 
sembles a partnership and differs from a joint stock association or 
corporation in that it does not provide for the free transferability of 
the interest of a member. 

It is held, therefore, that the M Company is a partnership and 
should be required to file returns as such. (Also sec. 218, art. 821.) 



Section 1, Axncix 1506: Limited partnership 27-19-601. 

as corporation. T. D. 2943. 

Article 1506 of Regulations 45 is amended to read as follows : 
Akt. 1506. Limited partner$IUp a* corporation. — On the other hand, limited 
partnerships of the type of partnerBfaips with limited liability or partneraMp 
aseodatlong anthorized b; the statntee of Penneylvanla and of a few other 
States are only nomluBlly partQerehips. Buch so-called limited partner^fps, 
ofleriDf! opportunity for UmttlDg the liability of ail the members, providing for 
the tranaferabllltf of partnership shares, and capable of holding real estate 
and bringing suit in the common name, are more traly corporatloDe than part- 
nerships and must make returns of Income and pay the tax as corporations. 
The Income received by the members out of the earnings of such limited part- 
nerships will be treated in their personal returns In the same manner as dis- 
tributlonB on the stock of corporations. In all doubtful cases limited partner- 
ships win be treated as oorporatlons onless they submit satisfactory proof 
that they are not in effect so organized. A Uichigan partnership association 
Is a corporation. Such a cori>oratlon may or may not be a personal service 
corporation. (See sees. 200 and 218 of the sUtute and arts. VS23~1SSZ.) 

" 29-19-«21. 

O. D. 834. 

Virginia partnership associations or limited parbierships formed 
under sections 2878 to 2886, inclusive, of the Vii^nia Code of 1904 
are to be treated as corporations or joint-stock companies for income- 
tax purposes. 

The status of Virginia limited partnerships formed under the Act 
of March 14, 1918 (acta of Assembly of Virginia, 1918), must be 
determined in each case by consideratiOD of the certificate of partner- 
ship and all pertinent facts. 

15-30-840. 
O.D.444. 
A partnership association or limited partnership organized under 
sections 8059-6078 of the Ohio Code is an association and not a part- 
nership within the meaning of section 1 of the Bevenue Act of 1918, 
and is taxable as a corporation. 



SBcnoN 1, Abticlb 1507 : Joint ownership and 2-1&-139. 

joint adventure. O. D. 96. 

Participation of two United States corporations in a joint enter- 
pHse does not constitute them partners, and they are taxable under 
the Revenue Act of 1918 as corporations on their respective shares 
of the profits in the same way and to the same exteiit as on any 
other income accruing to them. 

The same rule would apply in the case of a joint venture entered 
into by agreement between a United States corporaticm and an 
individual. 

12-20-790. 
0.D.411. 
Article 1507, Regulations 45, applies to situations arising under 
both the Revenue Act of 1917 and the Revenue Act of 1918. 
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14-20-820. 
S. 1361. 



A and B entered into an agreement, referred to as " articles of 
partnership," by the terms of which thev associated themselves as 
copartners in business under the name of A and Company and the 
copartnership was to continue for five years. Prior to this agree- 
ment, B had been employed by A in-the same business at a salary of 
a dollars per year. This salary was still paid to B after the partner- 
ship agreement was made, but one- fourth of the amount was deducted 
from his share of the profits. All of the capital was to be contributed 
by A. The copartnership was to borrow additional capital, if neces- 
saryi interest on the same to be paid out of the funds of the copartner- 
ship. One-fourth of the profite of the business was to go to B (less 
ix dollars) and the balance to A. Losses in the business were to be 
borne by the partners in the same ratio as the profits, but in case 
the losses exceeded the gains the net loss was to be Dorne wholly by A. 
In case of the death of either of the copartners the business was to be 
carried on by the survivor for the benefit of the firm until the close 
of its current fiscal year, when the partnership affairs were to be 
settled. In such settlement or at the termination of the copartner- 
ship by limitation the entire capital and any increase thereof v/aa 
to go to A or his executors or administrators. The profits were to be 
divided and one- fourth (less ^x dollars) paid to B, his executors or 
administrators, and the balance to A, his executors or administrators. 

Held, that A and B, doing business under the name of A and Com- 
pany, are a partnership under the laws of Pennsylvania, and liable 
as such for war excess-profits tax for the year 1917. (Also sec. 218, 
art. 321.) 



Section 1, Aeticle 1510: Government contract. 12-19-394. 

O. D. 224. 
A contract entered into May 1, 1918, with the Director General 
of Railroads for certain cars for the account, use, and benefit of the 
various railroad companies under Federal control is not a Gov- 
ernment contract within the meaning of sections 1 and 1408 of the 
Eevenue Act of 1918, for the reason that the cars are not for the use 
of or for tiie account of the United States. 



17-19-468. 
O. D. 261. 
Contracts entered into between a taxpayer and the Knights of 
Columbus or the Young Men's Christian Association are not con- 
sidered Government contracts within the meaning of section 1 of the 
Revenue Act of 1918. However, contracts with the American Red 
Cross are considered Government contracts within the meaning of 
that section. 

11417"— 20 2 
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21-19-519. 
O. 916. 
The term " Government contract " as used in the Act of 1918 in- 
cludes oral or written contracts and those relating to sales of standard 
goods and services at open market prices as well as those of a special 
nature. 

Sales of goods from existing stocks where delivery is immediate 
are not, however, within the purview of the Act. 

~ 24^19-657. 

O. D. 295. 
A Government contract entered into in 1917, amended as to some 
of its provisions in 1918, and further modified in 1919, is in effect 
the same contract as entered into in 1917 if the original contract has 
not been revoked or supplanted by a new contract. Therefore, in- 
come derived from the contract should be computed in accordance 
with the provisions of subdivision (c) of section 301. (Also sec. 801, 
art. 714.) 

2-20-666. 
O. D. 359. 
A corporation which contracted with another corporation to manu- 
facture and deliver machinery to be used in manufacturing ammu- 
nition, but did not produce or furnish ammunition or any component 
part thereof, nor perform any direct service in connection with the - 
production of ammunition manufactured by another corporation 
under contract for the United States Government, is not a subcon- 
tractor within the meaning of section 1, B«venue Act of 1918. 

5-20-721. 
O. D. 394. 

Procurement orders issued after November 11, 1918, in confirma- 
tion of informal orders entered into prior to November 12, 1918, are 
Government contracts made between April 6, 1917, and November 
11, 1918, within the meaning of the Revenue Act of 1918 and whether 
fulfilled in 1918 or 1919 will be taxed at rates applicable to Govern- 
ment contracts. 

In so far as stock purchased for Government contracts is used or 
useful for commercial purposes no separate inventory thereof need 
be made for Government contract accounting, such inventories being 
treated as commercial inventories in the ordinary course at the close 
of the taxable year 1919. If, however, a portion of such goods pur- 
chased is useful only for Government contracts and is still on hand 
at the close of the taxable year 1919, such goods- should be inven- 
toried at the then value if lower than cost and assigned to the Gov- 
ernment contract section of the income statement for that year. 

Advertising and sales promotion are not a part of the necessary 
expenses of Government contracts, except as relating to such con- 
tracts, and are not proper deductions from the gross income derived 
from Government sales. 

Such expenditures, if entered into on a large scale at a time when 
the Government was doing practically no commercial business, may 
be treated either as an expense of the year in which incurred and 
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deducted from the commercipl income only, or they may be treated 
as deferred items in the balance sheet and set up as good will thereon, 
being in the nature of expenditures for the building up of future 
business and not for the business secured during the taxable year 
in which such expenditures were incurred. (Also sec. 203, art. 1582; 
sec. 214(a) 1, art. 101; sec. 301, art. 715.) 

12-20-791. 
O. D. 412. 
A contract between the Govemment and a corporation which was 
entered into and enforceable against the corporation prior to April 
6j 1917, but which was not executed in the form prescribed by sec- 
tion 3744, Revised Statutes, so as to becMne enforceable against the 
Government until after that date, is not a " Govemment contract " 
within the meaning of that term as defined in the Kevenue Act of 
1918, and the corporation will not be required to compute its tax 
upon the profits arising therefrom in accordance with section 301(c) 
of that Act. (Also sec M)l, art. 714.) 

17-20-889. 
O.D.477. 
The Bureau is of the opinion and holds that the contracts made 
on Executive order between April 6, 1917, and November 11, 1918, 
in accordance with the Naval Appropriation Acts of March 4. 1917, 
and July 1, 1918, are Government contracts within the meaning of 
the Revenue Act of 1918, and profits derived therefrom are taxable 
as provided in section 301(c) of that Act 



O. D. 540. 

A contract awarded by the Govemment which was accepted by the 
selling agent of a company on November 6, 1918, and which was con- 
firmed by the execution of a formal contract subsequent to the sign- 
ing of the armistice is held to be a Uovernment contract within the 
meaning of section 1 of the Revenue Act of 1918. 



Title II.— INCOME TAX. 
Paet I. — General Pbovisions. 
SECTION 200.— DEFINITIONS. 

Section 200, Article 1522 : Fiduciary dis- 
tinguished from agent. 
(See 30-20-1092; sec. 219, art. 341.) Status of property held by 

Alien Property Custodian. 

Section 200, Abticle 1523: Personal service 1-19-135. 

corporation. T. B. M. 9. 

A claim for assessment as a personal service corporation should 
be denied where the income of the corporation is derived entirely 



as a result of the ownership of certain property (such as patents) 
and is in no sense derived front the personal activities of any of the 
stockholders. . 

29-19-622. 
A.R.R.7. 

A freight-forwarding business which advances various costs of 
carriage is not to be classed as a corporation with nominal capital 
under the provisions of section 209, Revenue Act of 1917. 

7-20-736. 
A.R.R.24. 

A corporation conducting a commercial school which has both 
home study and resident instruction departments, but which does 
not lodge or board any of its students, and where the principal 
owners give all their time and attention to the preparation of courses, 
syllabus of work, inspection of higher lessons and settling points in 
dispute, and where capital is not a material income producing factor, 
is properly classified as taxable under section 209 of the Revenue Act 
of 1917 and as a personal service corporation under the Revenue Act 
of 1918. 

13-20-802. 
A. R. R. 46. 

The business of the M corporation is insurance brokerage and aver- 
age adjusting, principally m connection with marine insurance. It 
was formed by a consolidation of several firms engaged in the same 
line of business. None of these firms contributed any capital or any 
tangible assets except some office furniture. Both preferred and com- 
mon stock were issued in comparatively large amounts. The pre- 
ferred stock was issued to the directors at par in order to secure 
funds for payment of expenses and advances to directors in antici- 
pation of earnings. The common stock was issued to the members 
of the constituent firms for an arbitrary amount merely as a basis 
for the apportionment of future earnings. It represented no tangible 
property and bore no relation to any estimated value of good will. 
No conunon stock could be held by anyone not an officer, director, or 
employee of the company. 

All the directors are actively engaged in the business of the corpo- 
ration. No substantial amount of capital is employed to lend to cus- 
tomers or to buy or carry goods for the corporation or to buy insur- 
ance for its clients ; nor are the accounts of its clients or customers 
financed or carried to any substantial extent. Ninety-five per cent 
of the gross income is derived from personal services rendered by the 
owners or principal stockholders of the corporation. 

Held, that this corporation is a personal service corporation within 
the meaning of section 200 of the Revenue Act of 1918, and that its 
excess profits tax for 1917 should be computed at the 8 per cent rate 
imposed by section 209 of the Revenue Act of 1917. 

Several branches of this company engaged in the same kind of 
business were separately incorporated. Under the provisions of the 
last part of article 1524, Regulations 45, the subsidiary corporations 
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would be debarred from personal service classification, although 
thej satisfy all other requirements for such classification, Becom- 
mended that article 1524 be so modified as to allow both a parent 
corporation and its subsidiaries to be classed as personal service cor- 
porations provided they satisfy all other requirements of law and 
regidations for such classification. (Also art. 1524.) 



A. R. M. 50. 

HEVENUE ACT OF 1917. 

A corporation ■which in connection with its business of purchasing 
agent extends to its customers substantial credit, and makes loans to 
them, to carry their accounts for 1917 is not taxable under section 
209 of the Revenue Act of 1917, or classifiable for 1918 as a personal 
service corporation under the Revenue Act of 1918, unless for the 
latter year it changed its method of doing business so as to come 
within the meaning of a personal service corporation as defined in 
the Act. 



A.R.M.59. 

While neither the law nor the regulations require that the income 
of a personal service corporation shall be derived solely from the ac- 
tivities of the principal stockholders, they do provide certain tests 
which a corporation must meet before it can be given personal service 
classification ; and if a corporation fails to meet all of these tests such 
classification can not be granted. • 

A corporation, in which three stockholders own the total outstand- 
ing common stock and devote their entire time and attention to the 
business, but in which the income arising is to be ascribed to a combi- 
nation of the activities of the principal owners and stockholders and . 
the activities of the managers of various foreign agencies who are 
not stockholders, does not meet all the tests prescribed by the regula- 
tions and its classification as a personal service corporation should 
be denied. 

31-20-1097. 
A. R. E. 210. 

REVENUE ACT OF IBIT. 

The M Company, a corporation, purchased the business of a pre- 
existing partnership, issuing its stock for the good will of the firm 
and receiving the tangible assets such as office nirniture and fixtures 
without paying therefor. The business of the corporation is the sale 
of real estate lor clients and the collection of rents from property 
listed with it, and its entire income is derived from commissions on 
euch business. It is stated that the corporation does not own any real 
estate and that the stockholders, with possibly one exception, devote 
their entire time to the business. 

The Committee is of opinion that this is a corporation having not 
more than a nominal capital and that its excess profits tax for 1917 
Bhould be determined under section 209 of the Revenue Act of 1917. 
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Section 200, ABnctB 1524: Personal service 1-19-4. 

corporation : certain corporations excluded. O. D. 1, 

Section 200 of the Eevenue Act of 1918 excludes from personal 
service classification a corporation 50 per cent or more of whose gross 
income consists of gains, profits, or income derived from trading- as 
a principal. It does not necessarily follow, however, if 50 per cent 
or more of the gross income was derived from the personal service 
phase of the business that the corporation may claim personal service 
classification. 

(See 18-20-904; aec. 325, art. 813.) Application of section 209, 
Bevenue Act of 1917, when income is derived both from commis- 
sions and from trading aa a principal, and borrowed capital is used. 



Section 200, Article 1525: Personal services 19-19-492. 

rendered by personal service corporation. T. B. R. 58. 

A corporation engaged in the business of retailing automobiles, 
whose stock is owned by two stockholders actively engaged in the 
business as principal salesmen, there being but one other salesman, 
is not entitled to be classified as a personal service corporation, be- 
cause the business is that of the ordinary commercial enterprise, in 
which capital is a material factor in the conduct of the business. 
(Also sec. 327, art. 901.) 

6-20-724. 
A. B. B. 23. 
A so-caUed commission business in which it appears clear that the 
taxpayer has title to the merchandise sold and is liable to the con- 
signor for the selling price can not be regarded as coining within the 
scope of section 209 of the Revenue Act of 1917, even though the 
merchandise is rebilled, in part at least, at a price which represents 
merely the addition of commissions in lieu of trading profits. 



BBVENDH act OF 1817. 17-20-880. 

A. R. M. 42. 

A was a consignee agent in the United States for a foreign corpora- 
tion for a number of years. Later the agency was incorporated in 
the United States with a nominal capital stock, the shares being at 
all times owned or controlled by A, who continued in the active 
management of the agency as before it was incorporated. The in- 
come of the agency is commissions only, the foreign corporation 
merely shipping its product to the agency and paying all charges 
against the consigned goods. The incorporated agency acts also aa 
selling agent for a domestic corporation, receiving from this source 
also only commissions on sales. The agency carries no goods on its 
own account for either of the corporations and does not in any 
instance acquire title to the products handled. It has never had 
any plant, stock of merchandise, nor tangible assets except office 
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It does not appear tiiat trading as a principal enters into th« 
transactions in any degree except, perhaps, in one isolated transac- 
tion during the war. The agency settles directly with the seller, 
but it is to be expected that m any agency arrangement all settle- 
ments will naturally, if not of necessity, be made through such 
agency. 

The records show that the accounts receivable disclosed by the 
balance sheet are for the account of the consignor firms, and that 
the accounts payable were due the consignors for amounts collected 
for their accoimt The large cash surplus on hand is explained aa 
due to the fact that A himself owns or controls the entire capital 
stock. 

Held, that the incorporated agency is a personal service corporation, 
liaving not more than a nominal capital, and that its excess profits 
tax for 1917 should be determined under section 209 of the Revenue 
Act of 1917. 

32-50-1113. 
A. R. R. 213. 

BBVBNUB ACT 07 181T. 

Inasmuch as the business of stevedoring involves primarilv traf- 
ficking in the services of others, a corporation engaged in such busi- 
ness is not eligible for assessment under the provisions of section 209 
of the Revenue Act of 1917. 

Section 200, Article 1526 ; Personal services 1-19-5. 

rendered by personal service corporation: O. D, 2. 

more than one business. 

A sanitarium owned and operated by doctors, w^o in addition to 
selling their services derive income from the buildings and grounds 
by housing patients, can not be termed a corporation within the per- 
sonal service class. (Also art. 1532.) 



Section 200, Article 1533: "Taxable year," 1-19-3. 

" withholding agent," and " paid." S. 930, 

The first taxable year of a corporation organized in 1918 which 

established a recognized fiscal year not ending in 1918 after its 

organization is its fiscal year ending in 1919. 



SECTION 201.— DIVIDENDS. 

Section 201, Article 1541 : Dividends. 

(See 2-19-140; sec. 213(a), art. 52.) Dividends paid in one year 
but not actually received by stockholders until the succeeding year. 



(See 12-19-398; sec. 213(a), art 31.) Effect on stockholder's gross 
income of dividends legally declared and paid in 1918 and subse- 
quently after ^e passage of the Revenue Act of 1918, repaid to the 



corporation in 1919, pursuant to action by the corporation pnrport- 
ing to rescind tlie declaration of the dividend. (But see 2CC-ld-502 
sec. 201, art. 1541.) 

15-19-^42. 
T. B. R. 45. 
A cash dividend paid in 1916 by a subsidiary to parent corpora- 
tion, its sole stockholder, is taxable under the Revenue Act of 1916 
to the extent that such dividend was paid from surplus earned after 
March 1, 1913 (1916 law only). 

~ 20-19-602. 

T. B. M. 77. 
A dividend declared and paid by a corporation was in part 
illegal, inasmuch as it exceeded the true earnings, and the corporation 
later rescinded it. To the extent that the corporaticm had a legal 
right to force rescission and repayment of such dividend, and such 
rescission and repayment were actually made, the rescinded dividend 
should not be considered income to the stocbiiolders for the purpose 
of taxation. (Also sec. 213(a), art 31.) (See 12-19-398, sec. 213(a), 
art 31.) 

21-19-520. 
T. B. R. 60. 
Distributions to a dtHnestic corporation, a stockholder in a foreign 
corporation deriving no income from sources within the United 
States during the year 1917, of profits or surplus accumulated by 
such foreign corporation prior to the year 1917, are not taxable to the 
domestic corporation at the rates prescribed for the year 1917, and 
are not subject to the excess profits tax imposed by Title II of the 
Eevenue Act of that year. (Also sec. 213(a), art 31; sec 233, art. 
541; sec. 320, art. 801.) 



T. B. R. 63. 

Where the directors of several subsidiary companies in 1914 voted 
large dividends payable in cash and also at the same meetings au- 
thorized increases in the capital stock in amounts equal to the cash 
dividends declared and all of the stockholders agreed to purchase 
the new stock issue with these dividends, the entire transaction being 
merely an exchange of checks, the dividends are held to be cash divi- 
dends and taxable as such under the Revenue Act of 1913. 



25-19-579. 
O. 932. 
A stockholder who has received payments from a corporation 
because of his stock ownership in such corporation, which payments 
were not subject to a formal declaration of dividends at the time 
they were made, and which were not then entered on the corporation's 
books against surplus accrued prior to March 1, 1913, is required to 
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return such distribution of corporate profits as dividends and pay 
the income tax thereon pursuant to article 107, Regulations 33, re- 
vised, and T. D. 2659. 

The formal declaration of such dividend bj the directors of the 
corporation at a date one year after the dividend had been paid and 
sul^equent entries made on the books of the corporation do not have 
the effect of relieving the taxpayer of tax on such dividends. (Over- 
ruling O. 272.) 

27-20-1034. 
O. D. 565. 
Where a corporation pays a dividend in cash and provides that the 
dividend checKs shall be accepted in payment for new stock, in the 
absence of corporate action making payment of such dividend con- 
ditional upon subscription for new stock the dividend is a cash and 
not a stock dividend. 

29-20-1065. 
O. D. 587. 

A corporation having a surplus accumulated in part prior and the 
remainder subsequent to March 1, 1913, transfers to ita capital ac- 
count a portion of its surplus and issues new stock representing the 
amount transferred, then declares a dividend payable partly in cash, 
and partly in shares of the new issue, allocating the cash dividend to 
the period prior to March 1, 1913, and the stock issue to the period 
subsequent thereto. 

Held, in view of section 201 of the Revenue Act of 1918, which 
provides that a distribution whether paid in cash or in other property 
is not a dividend for income tax purposes unless representing earn- 
ings accumulated since February 28, 1913, and the decision of the 
Supreme Court in Eisner v. Macomber, that a stock dividend is- 
sued as a result of the transfer of earnings accumulated subsequent 
to February 28, 1913, to capital account or other bookkeeping pro- 
cedure equivalent thereto, is not a distribution which is taxable 
under the Revenue Act of 1918, or previous income tas statutes, 
that the portion of the dividend which is paid in cash will be deemed 
to have been paid out of surplus accunuilated since February 28, 
1913, to the extent of the earnings and profits accumulated since that 
date and subject to tax, while that portion of the dividend which is 
paid in stock will not be taxable as income. 



29-20-1066. 
O. D. 588. 
In view of the fact that national banks are authorized by law to 
issue only cash dividends (see "Instructions of the Comptroller of 
the Currency Relative to the Organization and Powers of National 
Banks" for 1919, p. 56) such dividends, coupled with the right to 
a^ply same to the purchase of an increase in capital stock, are not 
withm the decision of the Supreme Court in the Eisner v. Macomher 
case and are taxable income to the stockholder for surtax purposes. 
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81-20-1098. 
O. D. 610. 

The M Company operated at a profit during the years 1913, 1917, 
and 1919, but sustained losses during the years 19lf, 1915, 1916, and 
1918, so that for the entire period 1913 to 1919, inclusive, its books 
showed a net operating deficit. 

Having on hand a large surplus accumulated prior to 1913, the 
company declared a dividend in 1920, payable out of such surplus 
and it is contended that this dividend is exempt from tax since the 
books of the company show a net operating deficit for the period sub- 
sequent to 1918, and notwithstandijig the fact that a profit was real- 
ized during each of the years 1913, 1917, and 1919. 

Held, that if the dividend in question be a cash dividend it shall be 
deemed to have been distributed from earnings accumulated since 
Februa^ 28, 1913, in accordance with section 201, Revenue Act of 
1918. The application of this rule may in a sense be said to throw 
the loss sustained since 1913 against the surplus accumulated prior 
to March 1, 1913, and accordingly the cash dividend is taxable to the 
stockholders at the rate applicable for the year in which paid to the 
extent and in the proportion that it represents a distribution of the 
current undivided earnings accumulated since February 28, 1913. 



Section 201, Ahticle 1542: Presumption as 1-19-8. 

to source of distribution. O. D. 4, 

Section 201(e) of Title II of the Revenue Act of 1918 should be 

literally construed, and " the first 60 days of any taxable year " 

includes March 1, except during a leap year. 

1-19-9. 
O. D. 5. 
The 60-day provision of section 201(e) of the Revenue Act of 
1918 is not for the purpose of determining the rates of tax to be paid 
by the shareholders, but is for the purpose of allowing the corpora- 
tion to determine the earnings from which the dividend is paid. 

6-19-266. 
O. D. 163. 
A dividend wiU be deemed to have been paid out of current 
earnings to the extent possible, and taxable to the recipient accord- 
ingly, notwithstanding that there is an actual impairment of capital 
and the" books show an apparent surplus based on an arbitrary valua- 
tion of good will, trade-marks, etc. 

12-19-895. 
T. B. R. 43. 
Where a corporation has profits accumulated to March 1, 1913, 
but none accumulated between that date and January 1, 1918, and 
pays dividends during the first 60 days of 1918, such dividends will 
be deemed to have been paid from earnings or profits accumulated 
after December 31, 1917. / .w^nlp 



(See 23-19-552; sec. 325, art. 813.) Repayment to principal 
stockholder of paid-in surplus. 

2-20-667. 
O. D. 360. 
The term " distribution " as used in section 201 (b) of the Act means 
the delivery or transfer of property by a corporation to its stock- 
holders. Whether any distribution by a corporation is to be deemed 
to have been made from earnings or profits depends upon the facts 
in each case. However, the term " distribution " as used in section 
301(b) of the statute does not contemplate tlie payments made by a 
corporation to its stockholders in retiring its own stock if the liquida- 
tion of the stock was in pursuance of an obligation arising out of 
the stock contract, unless it appears that the corporation had the 
option of distributing its assets with a debit to capital stock account 
or to surplus account. However, inasmuch as a retirement of capital 
stock would indicate that additional capital was not required, any 
retirement of common stock leaving the surplus stand would b^ 
regarded by this office as making the corporation one coming within 
the provisions of section 220 of the Itevenue Act of 1918. (Also sec. 
220, art. 351.) 

23-20-992. 
A. E. R. 127. 
Cash dividends received during the first 60 days of 1918 are taxable 
at 1918 rates. 



Section 201, Article 1544: Dividends paid in 5-19-243. 

property. O.D.152. 

Where a national bank utilized a portion of its undivided profits 
in the creation of a savings bank and trust company, the stock of 
.said savings bank and trust company being issued in the names of 
trustees for all shareholders of the national bank, and the certificates 
of stock of the national bank showing on the face thereof that the 
holders are entitled to their pro rata share of the capital stock of 
the savings bank and trust company, the stockholders would be 
deemed to have received a dividend m specie and would be liable 
for tax on the value of certificates of stock in the new corporation 
received fay them. 

17-19^69. 
O. D. 262. 
When dividends are paid in Liberty bonds having a market value 
below par the difference between par and market is not an allow- 
able deduction for income tax purposes. (Also sec 231, art. 561.) 

17-20-883. 
O. D. 471. 
A corporation declared a dividend payable in interest-bearing 
promissory notes. The notes constitute taxable income to the recip- 
ients to the extent of their marlcet value at the time/of i^i^ai^ce. 



Subsequent dis^sition of the notes by sale, or surrender for cash, 
may result in either a taxable gain or a deductible loss. (Also sec. 
213(a), art. 31.) 

~~ 29-20-1067. 

O. D. 689. 

The M Insurance Company issues certificates of profit based upon 
premiums received on marked-off risks of the previous year. These 
certificates mature in six years and are subject to the future losses 
and expenses of the company until redeemed and may be reduced by 
the board of trustees in the case of losses and expenses in any subse- 
quent year exceeding the estimated profits of that year. Interest is 
payable annually upon the face value of the certificates. 

Held, that the certificates are in the nature of scrip dividends in 
accordance with article 1544 of Regulations 45, and are taxable at the 
rate for the year in which declared or issued to the extent that they 
represent undistributed earnings or accumulated profits. Inasmuch 
as they are afi'ected by the gains or losses of the company during their 
maturing period, the amount of such gain or loss should be accounted 
for in tne taxable year in which the certificates mature or are 



The amount of interest annually payable on these certificates is 
taxable income for the year in which it is received. 



Section 201. ABTictE 1545 ; Stock dividends. 1-19-7. 

T. B. R. 3. 
Under the Eevenue Act of 1917 stock dividends paid during any 
taxable year, and under the Revenue Act of 1918 stoct dividends paid 
after the first 60 days of any taxable year, shall be deemed to have 
been paid from the most recently accumulated earnings or profits, 
but the payment of a stocik dividend has no effect upon the amount 
of invested capital. The distribution of a stock dividend is in effect 
a capitalization of current earnings or of earned surplus on hand 
at the beginning of the year. The capitalization of current earnings 
does not increase the invested capital, and the capitalization of 
surplus on hand at the beginning of the year does not decrease the 
invested capital. (Also sec. 326. art. 859.) 

11-19-368. 
S. 1081. 
Where a stockholder claims he is not subject to income ta'x upon a 
stock dividend received in 1916, on the ground that such dividend 
was declared from a surplus created by the capitalization of the good 
will of the corporation, and the claim is not supported by contem- 
poraneous records of the corporation, showing that such dividend 
was declared from such surplus and by proofs that the accounts of 
the corporation are in accordance with such records, the claim can 
not be allowed. It is indispensable in any such case that the proof ■ 
shall disclose from the time of the creation of the surplus by the cai>i- 
talization of good will continuously the item of capitalized good will 
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against which stock dividends are sought to be declared. In wiy 
case where the surplus account does not show such item of good will, 
but commingles the capitalized good will with undivided profits and 
earned surplus, it is clear that stock dividends declared out of such 
surplus account are not exempt from taxation. (Provisions of Reve- 
nue Act of 1917 are not here considered-) 



(See 32-20-1123; sec. 252, art. 1034.) Procedure in claiming re- 
fund of taxes paid on stock dividends on stock carried on margin. 

33-20-1141. 
t. D. 3052. 
The following applications of the decision of the Supreme Court of 
the United States m the case of Eisner v. Macomher in the deter- 
mination of the taxability of dividends declared by corporations are 
published for the information and guidance or internal-revenue 
officers and others concerned : 

1. Where a corporation, being antborlaed so to do by the laws of the State 
Id which It is incorporated, transfers a portion of Its snrplus to capital aceonmt. 
Issues new stoclc representing tbe amount of tbe surplus so transferred, and 
distributes the stock so Issued to its stockbolders, sucb stock is not income to 
the stockholders and the stockholders incur no liabillly for income tax by reason 
of Its receipL 

2. Where a corporation, being thereunto lawfully authorized, Increases its 
capital stock, and simultaneously declares a casta dividend equal In amount to 
the increase In Its capital stock, and gives to Its stoclcholderB a rea! option 
either to keep the money for their own or to reinvest it In the new shares, such 
dividend is a cash dividend and is Income to the stockholders whether they 
reinvest it In the new shares or not, 

3. Where a corporation, which Is not permitted under the laws of the State 
in which It is Incorporated to Issne a stock dividend, Increases Its capital stock 
and at the same time declares a cash dividend under an agreement with the 
stockholders to reinvest the money so received In the new issue of capital stock, 
such dividend la subject to tax as income to the stockhoidcr. 

4. Where a corporation, having a surplus accumulated In part prior to March 
1, 1913, and being thereunto lawfully authorized, transfers to Its capital account 
a portion of Its surplus. Issues new stock representing the amount so trans- 
ferred to the capital account and then declares a dividend payable in part in 
cash and in part in shares of the new Issue of stock, that portion of the 
dividend paid in cash wiU, to the amount of the surplus accumulated since 
March 1, 1913, be deemed to have been paid out of such surplus, and be subject 
to tax, but tlie portion of the dividend paid In stock will not be subject to tax 
as income, 

5. A dividend, paid In stock of another corporation held as a part of the 
assets of the corporation paying the dividend, is Income to the stockholder at 
the time the same is made available for distribution to the full amount of the 
then market value of such stock (Peabody v. Eisner, 247 U. S. 347) ; and If 
Bach stock be aubseqnentiy sold by the stockholder, the difference between its 
market value at date of receipt and the price for which it is sold Is additional 
Income or loss to Idm, as the case may be. 

6. The profit derived by a stockholder upon the sale of stock received aa & 
dividend is income to the stockholder and taxable as such even though the stock 
itself waa not income at the time of Its receipt by the stockholder. For the 
parpose of determining the amount of gain or loss derived from tiie sale of 
sloii received as a dividend or of the stock with respect to which such dividend 
was paid, the cost of each share of stock (provided boUi the dividend stock 
and the stock with respect to which it is Issued have the same rights and 
preferences) la the quotient of the cost of the old stock {or its fair market value 
as of March 1, 191S, If acquired prior to that date) divided by tLe total number 
of Glares of the old and new stock. , - ■ , 
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Section 201, Ahucu! 1547 : Sale of stock re- 30-19-634. 

ceived as dividends. A. K. E. 6. 

Treasury Decision 2734 is in accordance with the holding of the 
Supreme Court in the Towne v. Eisner case (245 U. S. 418) , and lays 
down a correct method for determining the profit on stock held on 
March 1, 1913, on which a stock dividend has subsequently been 
received. (Also sec. 202, art. 1561.) 

18-20-890. 
O. D. 478. 
For the purpose of ascertaining the gain or loss arising from the 
sale of stock received as a dividend or. from the sale of stock in 
respect of which a stock dividend is declared, or both, the "cost " 
of each share is the quotient of the cost of the old stock (or its fair 
market value as of March 1, 1913, if acquired prior to that date) 
divided by the number of the old and new shares added together. 
(This ruling is in accordance with the principle of the decision of 
the United States Supreme Court in ^sner v. Macomier, decided 
Mar. 8, 1920.) 

Section 201, Article 1648: Distribution in 

liquidation. 

(See 2-19-141; sec. 213(a), art. 52.) Distribution in liquidation 
extending over two years for which tax rates differ. 



{See 30-19-635; sec. 213(a), art. 52.) Liquidation distributions 
made in installments. 

(See 16-20-874; sec 213(a), art. 52.) Computation of profit to 
stockholders where a corporation in liquidation assigns its assets 
to trustees who make distributions in instalbnents. 

^ 17-20-877. 

A. R. R. 67. 
A corporation in liquidation turned over its assets to the executor 
of an estate to which it was indebted and which owned all of its 
outstanding capital stock. Any excess in the value of the assets so 
received over the indebtedness of the corporation to the estate plus 
the value of the stock at the time of the owner's death constitutes 
profit subject to both normal tax and surtax in the hands of the 
executor of the estate. (Also sec. 219, art. 341.) 

17-20-878. 
A. K. K. 69. 
A and B, who owned practically all the stock of a corporation, de- 
cided to liquidate the corporation, and accordingly distributed to 
the stockholders the assets capable of segregation and distribution. 
It was not claimed that the distribution was a final liquidating divi- 
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dend; in fact, the balance sheets ot the corporation from the time 
of distribution to 1918 show the original capital stock remaining 
intact. 

Held, that this case is controlled by the decision of the United 
States Supreme Court in Lynch v. Hornby (247 U. S. 339 ; T. D. 
2731) rather than the decision of the same court in Lynch v. Twrrish 
(247 U. S. 221; T. D. 2729), and that the dividends distributed were 
subject to tax. 

' 18-20-891. 

O. D. 479. 

A corporation retired a portion of its stock, paying for each share 
an amount in excess of its par value. The amount representing the 
par value of the stock was cnarged to capital account, and the excess 
was charged to surplus accumulated prior to March 1, 1913. 

Held, that the distribution was not a dividend within the meaning 
of section 201 (a) and (b) of the Revenue Act of 1918j but was a dis- 
tribution in part liquidation of the corporation within the meaning 
of section 201 (c) of the Act. 

The transaction should be treated as a voluntary purdiase by the 
corporation of its capital stock for the purpose of its retirement, 
and the entire cost of such stock is a required deduction from in- 
vested capital of the company as of the beginning of the taxable 
year and effective from the date of purchase only to the extent that 
such stock has not been purchased out of the undivided profits of the 
taxable year. 

The stockholders who sold their stock to the cfnnpauy should 
return as income, subject to both the normal and additional taxes, 
any excess of the amount received over and above the cost of the 
stock to them, or its fair market value as of March 1, 1913, if 
acquired prior thereto. (Also art. 1543 and sec. 326, art. 862.) 

19-20-908. 
O. D. 488. 

In 1919 a corporatioD paid three deferred dividends on its out- 
standing issue of first preferre^d stock and at the same time redeemed 
the entire issue of such stock at a premium of 12J per cent. It is 
stated that the dividends so paid were those due February 1 and 
August 1, 1910, and February 1, 1911 ; that the actual surplus neces- 
sary to pay them was accumulated prior to December 31, 1911 j that 
there had not been any actual declaration of these dividends prior to 
1919 for the reason that the terms of issue of the stock prescribed 
when the dividends became due the company merely having the 
privilege of deferring payment and that it was the understanding of 
the officers of the company that its surplus was held to pay past due 
dividends. The stock certificates contained a provision in accord- 
ance with which the deferred dividends were paid and the stock 
redeemed. 

The three deferred dividends will be considered to have been paid 
out of earnings and profits accumulated since February 28, 1913, as 
provided for in section 201 (a) and (b), Revenue Act of 1918, unless 
it can be shown that all earning and profits accumulated since that 
date were first distributed. If it can not be shown that the earnings 



and profits accumulated since February 28, 1913, were first distrib- 
uted, the distribution constitutes income to the recipient stocUiolders 
subject to additional tax at the graduated rates, but not to the normal 
tax. 

The payment in redemption of the stock was a distribution in part 
liquidation of the corporation within the meaning of section 201 (c), 
and not a dividend as defined in section 201 (a) of the Act. The 
amount received by each stockholder in excess of the cost of his 
shares of stock to him or their fair market value as of March 1, 
1913, if acquired prior to that date, represented taxable income to 
him, subjed; to both normal and additional tax. (Also arts. 1542 
and 1&43.) 

SECTION 202.— BASIS FOR DETERMINING 
GAIN OR LOSS. 

Section 202, Article 1561 : Basis for determin- 1-19-10. 

ing gain or loss from sale. S. 927, 

Where a taxpayer manufactures property and keeps it on hand 
for a number of years, until it is sold in the taxable year 1918, the 
gain derived is the difference between the selling price and the cost, 
if acquired after February 28, 1913, or if acquired prior to March 1, 
1913, the fair market value as of that date; or the difference between 
the selling price and the inventory value of the goods at the be- 
ginning of the taxable yearj on the inventory basis regularly followed 
by the taxpayer ; that is, either an inventory basis of cost or an in- 
ventory basis of cost or market value, whichever is lower. It is not 
permissible to use market value except when it becomes material in 
taking inventory on the basis of cost or market value, whichever is 
lower. (Also sec. 203, art. 1582.) 

1-19-11. 
O. D. 6. 
In the case of an estate which on March 1, 1913, owned a claim 
against some individual or business or Government organization, 
the difference between the amount received in payment of the 
daim and the actual value of the claim March 1, 1913, is either gain 
or loss, as the case may be, to be reported in the return for the year 
in which the claim was settled. Interest accrued on the claim from 
March 1, 1913, to date of settlement is taxable income to the estate. 
If payment was received in securities which can be proved to have 
been worth less than face value, the amount to be reported as taxable 
income is reduced accordingly. If the securities are sold, taxable in- 
come will be'realized or a deductible loss sustained to the extent of 
the difference between the amount received from the sale and the 
actual value of the securities at the time acquired. (Also art. 1568.) 

1-19-12. 
O. D. 7. 
In general, value as at March 1, 1913, of property, real, personal, 
or mixed, may be established by consideration of bona fide transac- 
tions in hke property occurring on or about March 1, 1913, together 
with all other facts pertaining to such value. C.OO>;;k' 
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5-19-245. 
S. 1003. 
Where a taxpayer takes inventories on the basis of cost or market 
price, whichever is lower, goods which were acquired before March 1, 
1913, will be inventoried at the market value" on March 1, 1913, or at 
the market price at the time of the inventory, whichever is lower. 
(Also sec. 203, art. 1582.) 

17-19-^70. 
O. 880. 
For the purpose of determining gain or loss resulting from 
the sale of a homestead upon which entry had been made prior to 
March 1, 1913, and patent acquired subsequent to that date, the 
entryman will be regarded as having acquired the prcyerty prior to 
March 1, 1913, and the fair market price or value of the property 
on that date shall be taken as the basis. 

19-19-493. 
T. B. M. 73. 

In the year 1900 a taxpayer purchased two shares of corporate 
stock for an aggregate amount of 52^ dollars, and in 1915 sold the 
same shares for 363! dollars. On March 1, 1913, this stock was 
quoted at 24a! dollars. The taxpayer claims that he is entitled to a 
deduction for loss upon the sale of stock to the extent of the pro rata 
part of the reduction from cost to sale price attributable to the period 
after March 1, 1918. 

The excess of the proceeds of a sale in the year 1915 of stock 
acquired by the taxpayer prior to March 1, 1913, over the market 
value of such stock on March 1, 1913, determined according to " the 
best evidence obtainable," is income for such taxpayer for the year 
1915, regardless of the fact that the sale price of such stock was less 
than the cost of such stock to the taxpayer. 



(8ee 24-19-558; sec. 212, art. 23.) Gain or loss 'from short sales 
of stock before transaction is closed. 



(See 30-19-634; sec. 201, art. 1547.) Determination of gain r 
n sale of stocks received as a dividend. 



(See 1-20-656; sec 213(a), art. 33.) Determination of i larket 
value of property. 

9-20-764. 

A. R. R. 33. 

The value of shares of stock as at March 1, 1913, should be deter- 

,mined on the basis of market quotations as at that date instead of 

book values. 
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10-20-777. 
A. R. M. 34. 
Methods suggested for use in detennining the value of intangibJe 
assets. (Also sec. 213(_a), art. 41; sec 214(a) 8, art,. 163.) (Memo- 
randum published in full on page 5 of Bulletin No. 10-20.) 



13-20-803. 
O. D. 418. 
The stockholders of one of several banks which were consolidated 
received in exchange for their shares of stock, stock of the consoli- 
dated bank of no greater aggregate par value than their shares in the 
old bank. Bonds purchased by the old bank subsequent to March 1, 
1913, at 80 were taken over by the consolidated bank at 70 and later 
sold by it at 80. Held under the circumstances that there was for 
income tax purposes no realization of gain or loss at the time of 
consolidation to either the old bank or its stockholders ; neither 3id 
the consolidated bank realize any profit on the sale of the bonds, 
since it should have taken up the Donds on its hooks at the same 
figure at which they were earned by the old bank. (Also art. 1567.) 



(See 17-20-887; sec 233, art. 544.) Gain or lo^ on sale of bonds 
purchased at a premium or a discoimt. 



(See 27-20-1036; sec. 213(a), art. 43.) Cost of future develop- 
ment work included in selling price of lots. 

■ ~ 28-20-1048. 

A. R. M. 68. 
The purpose and Intent of the method prescribed in A. R. M. 34, 
for determining the value of the good will of a business as of March 
1, 1913, is to provide for a return to the taxpayer of 10 per cent 
upon so much of his investment as is represented by tangible assets 
entering into net worth and to capitalize the excess of earnings over 
the amount necessary to provide such return at 20 per cent. (Also 
sec. 213(a), art. 41.) 

29-20-1068. 
Sol. Op. 26. 

INCOME TAX: BBCTION 202<«) AND SECTION 214(«)10, EBVENUB ACT OP 1918. 

In computing the gain or loss from the sale of mines, oil and gas 
wells, discovered on or after March 1, 1913, the taxpayer is not en- 
titled to set up the value as of date of the discovery or within thirty 
days thereafter, as the basis of the computation. (Also sec 
214(a) 10, art. 201.) 
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30-20-1085. 
O. D. 600. 
Inasmuch as no deduction for depreciation of the personal resi- 
dence of a taxpayer is allowable in his income tax returns, a tax- 
payer in determining the gain arising from the sale of his per- 
sonal residence, continuously occupied by him as such, is not re- 
quired to reduce the cost of the property or its fair market value aa 
at March 1, 1913, by the depreciation sustained. (Also sec. 214(a) 8, 
art. 162.) 

~ 34-20-1143. 

A. E. R. 252. 

Method of determining value of corporate stock as of March 1, 

1913, where no sales of such stock occurred at or about that time. 

Published in full in Bulletin 34-20, page 5. 



Section 202, Articlb 1562: Sale of property 

acquired by gift or bequest, 

(See 3-1^198; sec. 219, art. 341.) Amount taxable in case secu- 
rities held in trust for a beneficiary are sold. 

' 30-19-637. 

A.R.M.7. 

The appraised value of stock as at the time of the creation of a 
trust estate, by appraisers of a Stat« court, creates a presumption 
only that the stock is of the appraised value ; this presumption may 
be rebutted by competent evidence to the effect that the stock was 
'alue 



of another value than that appraised. 

5-20-712. 
O. D. 386. 

The basis for determining gain or loss from the sale of a homestead 
acquired from the Government will be the fair market value of the 
homestead at the date of its acquisition or the value at March 1, 1913, 
if acquired prior to that date. 

The date of acquisition of a homestead acquired by public grant is 
the date of entry upon the land. The taxpayer wiU not be entitled 
to add to the value of the homestead the amount expended for 
relinquishment in order to clear the Land Office records, nor auy 
fees paid to the Government, but the cost of improvements may be 
added to the value as of the date of acquisition. 

12-20-792. 

0. 1012. 

In computing gain or loss on a sale of stock by trustees under a 

will, the value of the stock at the date of the testator's death should 

he used as the starting point rather than the value of such stock at 

the date of distribution to the trustees. 
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Any £ain realized on such a sale mast be reported as taxable 
income by the trustees, who will also be required to pa; the tax due 
thereon. The fact tmit at some uncertain date in the future the 
corpus of the estate, including the accumulation of income of a cer- 
tain character will, if it is then in existence, be paid over to exempt 
■ corporations, does not relieve the trustees from the obligation of 

Saying the tax. The statute imposes the tax upon all trust estates, 
o express exemption of trustees who are to hold income for future 
distribution to exempt corporations appears in the statute. (Also 
sec. 219, art. 3^.) 

30-20-1086. 
O. D. 601. 
The rule that the basis for determining gain or loss on the sale 
of a homestead acquired from the Government by public grant 
(which is in the nature of a gift from the Government) is the fair 
market price or value of the homestead at the date of acquisition, 
or as of March 1, 1913, if acquired prior thereto, is limited to the 
original entryman, and has no application to the case of those ac- 
quiring Government lands in any other way than under the home- 
stead laws. 

33-20-1126. 
Sol. Op. 35. 

Where real estate is devised by a testator to his widow for life 
with a direction that upon her death the property shall be sold and 
the proceeds divided among the testator's children, the basis for as- 
certaining the gain or loss on a sale of such real estate and distribu- 
tion of the proceeds to the children is the value of their rights at the 
time they vested, or on March 1, 1913, if they vested prior thereto. 

The possession of land devised to the children of a testator subject 
to a life estate in their mother, which vested in fact on the death 
of the life tenant, was acquired by the children in right on the death 
of the testator. The provision of the income tax law exempting from 
tax the value of property acquired by devise or bequest merely 
exempts the value of the right ,at the tune it was acquired and not 
any value which subsequently may attach to it ^nding actual or 
anticipated arrival of the period of enjoyment, (Law Opinion 649 
overruled.) (A^ sec. 213^b), art. 73.) 



Section 202, Article 1563: Exchanges of 7-20-737. 

property. T, D. 2971. 

Eegulations 45 are hereby amended by substituting for article 1563 
as it now stands the following : 

Abt. 1563. Exchanges of property. — Gain or loss arising from the acqulsl- 
tlon and subsequent dlBposltlon of property Ja realized when as the result of a 
transaction between the owner and another person the property Is converted 
into cash or into property (a) that Is essentlaUy dlfCerent from the property 
disposed of and (b) that has a market value. In other words, both (a) a 
change In substance and not merely In form, and (b) a change Into the equiva- 
lent of cash, are required to complete or close a transaction from which income 
may be realized. By way of illustration, if a man owning 10 shares of listed 
stock exchanges his stock certificate for a votli^ trust certificate, no Income 
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Is realized, becimae the conTeralon Is merely in form; or if be ezcbangee ble 
stocic for stock in a small, closely held corporation, do income Is reallzecl if 

the new stock lias no market value, altbongh the conversion Is more than 
formal ; but if he exchanges his stock for a Liberty tond, Income may be real- 
ized, hecanse the eonveralon is into Independent property having a market valne. 
"Market value" la the price at which a seller willing to sell at a fair price 
and a buyer wliilag to buy at a fair price, both having reasonable knowledge of 
the facts, will trade. Property received in exchange for other property has no 
" fair market value " for the purpose of determining gain or loss resulting from 
snch exchange when, owing to the condition of the market, there can be no 
reasonable expectation that the owner of the property, though wlahiag to sell 
and any person wishing to buy will agree upon a price at which to trade unless 
one or the other is under some peculiar compulsion. It does not follow that 
property has no " fair market value " merely because there Is no price therefor 
established by public sales or sales in the way of ordinary business. The 
property received In exchange may be real estate, personal property, or a 
chose in action. Where the owner of a bond exercises the right, provided for 
in the bond, of converting the bond Into stock in the obligor corporation, such 
transaction does not result in a realization of profit or loss, the transaction not 
being closed for purposes of income taxation imtil such stock Is sold. 

14r-20-821. 
O. D. 429. 
Under the provisions of section 202 of the statute, and in accord- 
ance with article 1563 of Regulations 45, the exchange of farm lands 
in all cases in which the farm land exchanged has a market value 
constitutes a completed or closed transaction from which a gain or 
loss is realized, even though the land received in exchange may be of 
a similar kind and of similar value. 

. 18-20-892. 
O. D. 480. 

Holdings of stock in the A Company, including shares held prior 
to March 1, 1913^ shares received as dividends after March 1, 1913. 
and shares acquired by purchase after March 1, 1913, when the 
capital stock of the A Company was increased, were exchanged for 
shares of stock in several other corporations. 

The transaction took place in 1918, but owing to the requirements 
of the Capital Issues Committee, apportion of the stock to be re- 
ceived by the stockholders of the A Company was held in trust dur- 
ing the period of the war, but certificates of ownership were issued 
and final delivery of the stock made in 1919, 

Held, that the exchange constituted a closed transaction which re- 
flected gain or loss in the difference between the aggregate value of 
the shares exchanged and the total market value of the securities re- 
ceived, and that tne date as of which this exchange occurred is the 
date upon which the respective interests were transferred and hot 
the date upon which complete delivery was made. 

In determining the aggregate value of the stock exchanged, the 
value of the sto^ received as dividends must be determined in the 
light of the recent decision of the Supreme Court of the United 
States in Eisner v. Macomber, which established the status of such 
stock with respect to its taxability as income. The essence of this 
decision is that the issue of stock m the form of dividends does not 
affect the proportional interest of the shareholder recipient. The 
only change is in the evidence which represents that interf^.^1 The 



stock dividends and the orieinal shares together represent the same 
proportional interest that the orimnal shares represented before the 
issue of the stock as dividends. It follows, therefore, that for the 
purpose of determining the gain or loss derived from the disposal 
of the original shares and the shares received as dividends, the value 
to be used is the total market value as of March 1, 1913, of the origi- 
nal shares of stock. In other words, if a 10 per cent stock dividend 
was received one-eleventh of the value of the original shares of stock 
is to be assigned to the stock received as a dividend for the purpose 
of computing gain or loss on the disposition of any or all of the 

stock. 

26-20-1024. 
A.R. K. 156. 

A, in 1914, acquired shares of stock in the M Company. In 1915, 
the N Company was organized, and the stockholders of the M Com- 
pany received in exchange for their holdings shares of stock in the 
new corporation in the ratio of If of the preferred and 3^ of the 
common stock for each share of stock in the M Company. 

The Committee holds that the transaction must be treated as 
completed and closed in 1915, and that the gain or loss was tlie 
difference between the cost of the shares of stock of the M Company 
in 1914 and the fair market value of the stock of the N Company 
received in exchange therefor in 1915, 

Sales of the new stock, made soon after its xeceipt by the taxpayer, 
should, in the judgment of the Committee, be accepted as suflicient 
evidence to establish the value thereof when received by the tax- 
payer, and these figures should be used as a basis for computing 
profit w los^ on subsequent sales. 

28-20-1049. 
A. K. M. 67. 
The exchange or surrender of the stock of one corporation for 
stock in another corporation, the beneficial interests remaining the 
same, is an exchange of ^operty for other property within the mean- 
ing of section 202 of the Revenue Act of 1918, as a result of which the 
stockholders sustain a deductible loss or realize profit subject to tax, 
as the case may be. 

Section 202, Article 1564: Determination of 6-19-267. 

gain or loss from exchange of property. T. B. R. 25. 

Under a financial reorganization of a corporation a holder of 
bonds of such corporation who exchanges them for capital stock of 
the corporation of no greater par value does not realize either gain 
or loss. 

19-19-494. 
T. B. R. 57. 

The " fair market value " of property is the fair value of the 
property in money as between one who wishes to purchase and on© 
who wishes to sell, and is the price at which a seller wiUing to sell 



reasonable knowledge of the facts, will trade. It implies the exist- 
ence of a public of possible buyers at a fair price, and reco^lzes 
that property has no " fair market value " when market conditions 
are such that there would be no trading in the property in question 
at a fair price. 

25-19-680. 

O. D. 308. 

The exchange of old bonds of a corporation for bonds of a new 

issue having an ext^tded maturity date and bearing a higher rate 

of interest does not fall within the provisions of article 1564(b), 

Regulations 45. 

Section 202, Akticlb 1565: Exchange for dif- 2-19-143. 

ferent kinds of property. O. D. 98. 

No taxable income accniea on an exchange of bonds purchased 

Erior to March 1, 1913, for 57 per cent of the face value of the old 
onds in new bonds of the same company and 43 per cent in cash. 
Tke cash should be regarded as a return of part of the March 1, 1913, 
value of the old bonds, and the cost of the new bonds for the purpose 
of computing gain or loss in case of sale or other disposition of such 
bonds will be ifeemed to be the difference between the cash received at 
the time of exchange and the value of the old bonds on March 1, 1913. 



(See 8-19-^34; sec. 326, art. 836.) How gain or loss shall be deter- 
mined where bondholders purchased at foreclosure sale property 
covered by the mortgage securing bonds, transferring said property 
to new corporation m exchange for its total authorized stock issue. 

4-20-698. 
S. 1294. 
Where a corporation is insolvent and the bondholders bid in the 
property at foreclosure sale and, for the purpose of reorganization, 
convey it to a new corporation, receiving in exchange for their 
bonds stock of the new corporation of the same par value, a bond- 
holder may deduct as a loss, in computing his net income under the 
Act of October 3, 1913, the amount by which the cost of the bon<^, 
or tiieir fair market value as of March 1, 1913, if acquired prior 
thereto, exceeds the fair market value at the time of the exchange 
of the stock received fay him. 

Section 202, -Abticle 1566 : Exchange of prop- 21-19-521. 

erty and stock. T. D. 2924. 

Article 1566, of Regulations 45, is modiiied to read : 

Art. 1566, Exchange of property and stock. — Wfiere property la transferred 
to a corporation in exchange' for its stock, the exchange constitutes a closed 
tranaaction and the former owner of the property realizes a gain or loss if the 
stock has a market value, and such market value Is greater or less than the cost 
or the fair market value as of March 1, 1913 (if acquired prior thereto), ol 
the property Riven In exchange. For the rule applicable wbere a coiporatlon, 
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22-19-530. 
T.B.R.71. 
A dividend or distribution in liquidation made December 31, 1917, 
by a subsidiary corporation to a parent corporation represented a 
gain or loss to the parent company for the purpose of income tax in 
the amount of the difference between the distribution received by the 
parent company and the cost to it of the stock of the subsidiary com- 
pany, or its value on March 1, 1913, if acquired prior thereto. Such 
gain, if any, is subject to income tax rates applicable for the year 
1917. 

28-20-1050. 
A. R. E. 173. 

In determining the taxable profit derived from the assignment of 
certain oil leases to a corporation in exchange for its stock, subse- 
quent to March 1, 1913, the value of the leases on March 1, 1913, oil 
not having been discovered until subsequent to that date, may not be 
increased by adding the total possible cost of their development. The 
original cost of the leases to the assignors plus the cost of vrells suffi- 
cient to determine whether or not oil was present may be accepted 
as the value of the leases on March 1, 1913. The assignors must re- 
port as taxable income the difference between such value and the 
value of the leases at the time they were turned over to the corpora- 
tion. 

Where the stock so received was subsequently sold the profit or loss 
from the sale is to be computed on the basis of the cost of the stock 
sold which is represented by the value of the leases at the time they 
were turned over to the corporation for such stock. 



Section 202, Article 1567 : Exchange of stock 10-19-353. 

for other stock of no greater par value. O. D. 204. 

For the purpose of determining whether any taxable income is 
derived by each individual stockholder of a corporation from sudi 
transactions as described in article 1367 of Regulations 45, the phrase 
" aggregate par value " as used in that article means the aggregate 
par value of stock of each individual stockholder exchanged for new 
stock and the aggregate par value of such new stock received by each 
individual stockholder. 

12-19-596. 
T. B. R. 39. 
Mere multiplication of the number of shares of a corporation 
(resulting from the exchange of four new shares, each having a par 
value of $25 for each old share of $100 par value) when not accom- 
panied by conversion of surplus into capital stock or revaluation of 
assets, does not give rise to taxable gam or income to stockholders 
making the exchange. 
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21-1&-522. 

T.D.2924. 
Article 1567, of Regulations 45, is amended to read as follows : 
Art. 1567. Exchange of ttock for other »tock of no greater par value. — In 
g«ieral where two (or more) coriiorationB unite their properties by either (a) 
the dissolution of corporation B and the sale of its assets to corporation A, or 
(B) the saie o( its property by B to A and the dissolution of B, or (c) the sale 
of the stocli of E to A and the dissolution of B, or (d) the merger of B into A, 
or <e> the consolidation of the corporations, no taxable income is received from 
the transaction by A or B or the stockholders of either, provided the sole con- 
sideration received by B and its stockholders In (a), (b), (c), and (d) Is stoclc 
or securities of A, and by A and B and their stockholders in (e> Isstock or 
securities of tlie consolidated coriKtratlon, in any case of no greater aggregate 
par or face value than tbe old stock and securities surrendered. The term 
"reorganization" as used in section 202 of the statute Includea cases of cor- 
porate readjustment where stockholders exchange tlielr stock for the stock of a 
holding corporation,- provided the holding corporation and the original corpora- 
tion in which it holds stock are so closely related that the two corporations are 
affiliated as defined In section 240(b) of the statute and article 633, and are 
thus required to file consolidated returns. So-called " no-par-value stock " 
issued under a statute or statutes which require the corporation to fix In a 
certiflcate or on Its books of aeeount or otherwise an amount of capital or an 
nmount of stock Issued wMch may not be impaired by the distribution of divi- 
dends will for the purposes of this section be deemed to have a par value repre- 
senting an aliquot part of such amount, proper account being taken of any pre- 
ferred stock Issued with a preference as to principal. In the case (If any) 
tn which no such amount of capital or Issued stock Is so required, " no-par-value 
stock " received in exchange will be regarded for purposes of this section as 
having. In fact, no par or face value, and consequently as having " no greater 
aggregate par or face value " than the stock or securities exchanged therefor. 



Section 202, Aetici^ 1568: Determination of 29-19-623. 

gain or loss from subsequent sale. O. D. 335. 

The word "or" as used in the phrase, "-stock or securities" in 
section 202(b) of the Revenue Act of 1918 is synonymous with the 
word " and*' and when taken in connection with that section means 
that in case of a reorganization, merger, or consolidation of a cor- 
poration, a petson may turn in either stock or securities, or both, 
and accept in exchange therefor either new stock or securities, or 
both, of no greater par or face value, without being liable for tax on 
any gain from such exchange. 

4-20-699. 
T. D. 2963. 
Article 1568 of Regulations 45 is hereby amended to read as 
follows : 

Abt. 1568. Determinatictn of gain or loss from svbseqnent sale. — The new 
stock and securities received as described In the preceding article take the place 
of the old stock and securities. For the purpose, therefore, of ascertaining the 
gain derived or loss sustained from the subsequent sale of any stock of A or of 
the consolidated corporation, so received, the original cost to the taxpayer or 
the fair market value as of March 1, 1913, ot the stock of B or A in respect of 
which the new stock was issued, less any untaxed distribution made to the 
taxpayer by A out of the former capital or surplus of B, or by the consolidated 
corporation out of the former capital or surplus of A or B, Is the basis for de- 
termining the amount of such gain or loss. When securities of a single class 
are exchanged for new securities of the same total par value but of different 
classes, for purposes of determining profit or loss on subsequent sale of any 
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of the nev serarltlea, tbe proportion of origliiat cost (or value aa of Mar. 1, 
1918) to be allocated to each class of new securities to that proportion which 
the marliet value of the particular class bears to the market value of all aecnrt- 
ties received on the date of the exchange. For exaiDple, If 100 shares of com- 
mon stock par value *100 are exchanged for 50 shares of preferred and 50 
shares of common each of $100 par value, and the cost of the old stock was 
$250 per share, or $25,000, but the market value of the preferred on the date 
of exchange was $110 per share, or $5,500 for the 50 shares, and the market 
value of the common was $440 per share, or $22,000 for the 50 shares of com- 
mon, one-flfth of the original cost, or $5,000, would be regarded aa the cost of 
the preferred and four-fifths, or $20,000, as the cost of the 'common. Similarly, 
the cost after reorganization, merger, or consoUdatlon of the assets of A or of 
the consolidated corporation Is the sum of the cost (or the fair market value 
as of Mar. 1, 1913) of the assets of A and B for the purpose of ascertaining 
the gain or loss upon a subsequent sale. The new Invested capital of A or of 
the consolidated corporation is to be determined as If A and B were rendering 
a consolidated return as affiliated corporations. (See sees. 240 and 326 of the 
statute and arts. 631-638 and 8d4r-889.) 



REVENUE ACT OF 1917. ^ JJ g J^26 

In the absence of evidence xoncluaively proving that property 
turned over to a corporation in 1914 in exchange ^r its stock, was 
of greater value than on March 1, 1913, as indicated by an appraisal 
made on that date, no profit can be deemed to have been realized 
from the exchange. 

The difference between the price at which the stock was sold in 
1917 and its value as determined in 1914, which was the same as its 
value as of March 1, 1913, is taxable profit for 1917. 

Section 202^ Abticu; 1570: Readjustment of 10-19-354. 

partnership interests. T. B. B. 34. 

Where a distribution of partnership profits is made in securities 
carried in sjii investment account by the partnership, first each part- 
ner must be taxed on the basis of his distributable share of the 
partnership profits for the year 1917, which partnership profits will 
be ascertamed without claiming any loss with regard to the unsold 
securities held in the investment account of the partnership ; second, 
the individual partners receiving these securities as a distribution of 
partnership profits shall determine their future gain or loss when 
such securities are sold and on the basis of the cost of the securities 
to the partnership or their market value on March 1, 1913, if acquired 
before thai date. {Also sec. 218, art. 322.) 



SECTION 203.— INVENTORIES. 

Section 203, Article 1581: Need of inven- 20-20-930. 

tories. S. 1373. 

INCOUE lAX: SECTION 13(b), BBTENDB ACT Off 1916. 

The delivery of copper bullion to a smelting and refining company 
where it is mixed with other bullion and concentrates of different 
metallic contents under a contract by which the smelting and refining 
company is to return the equivalent of the metallic contents of such 
ore previously determined by assay, less commissions and other 
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allowable charges, constitutes a sale and not a bailment. Only so 
much of the metals as had been redelivered by the reBninff company 
at the close of the taxable year belonged to and should liave been 
included in the inventory of the taxpayer as of that date. 

24-20-994, 
O. D. 541. 
In taking inventory for the purpose of determining taxable net 
income in accordance with article 1581 of Regulations 45, it is not 
permissible to include claims which the taxpayer may have against 
other persons and which have depreciated in value on account of a 
decline in exchange rates or for any other reason. 



(See 32-20-1115; sec. 212, art. 22.) Use of inventories and ac- 
counts receivable in computing net income of mercantile corporations. 

Section 203, Article 1582 : Valuation of inventories. 

(See 1-19-10; sec. 202, art. 1561.) Inventory values in connection 
with determining gain or loss on sale of property. 



(See 4-19-211; sec. 212, art. 23.) Estimated inventories. 



(See 5-19-245; sec. 202, art, 1561.) Valuation of inventories in the 
ease of goods acquired prior to March 1, 1913. 



(See 6-19-268; sec. 212, art. 23.) Valuation of inventories in re- 
turns filed by farmers, 

6-19-269. 
T. B. M. 31. 
A company taking its inventory upon the basis of the average 
of the market prices prevailing over a period of years does not con- 
form to the method of computing inventories in accordance with 
articles 1581-1585, Regulations 45, and it should therefore be re- 
quired to file amended returns. 

16-19-457. 

T. B. E. 48. 

The valuation of inventories upon the basis of average cost is 

not in accord with the provisions of the Acts of October 3, 1913, Sep- 

tWber 8, 1916, and the Revenue Act of 1918, and where used amended 

returns may be required. 

22-19-531. 
T. B. E. 6&: 
The base stock method of taking inventories is not warranted by 
the law or the regulations. ,-. , 
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3-20-680. 
A. E. R. 18. 
Held, that tobacco companies taking Inventory on the monthly 
average cost method, no method more nearly approaching theo- 
retical accuracy being practically possible, may continue to use 
Buch method in reporting for Income tax. 

The method followed, as understood by the Committee, is an aver- 
age cost method and not an average cost or market method. Accord- 
ingly, if the market should be below the average cost at the close of 
a given year, the average cost shall be the basis of valuation and not 
the lower market price. Companies adopting average cost ihethod 
of inventoiying for income tax purposes should be required to adhere 
to that method in future years. (Also art. 1583,) 



(See 5-20-721; sec, 1, art. 1510.) Inventory value of stock pur- 
chased for Government contracts. 

9-20-765, 
A. R. M. 33. 
Liquor dealers may not omit from inventory as at December 31, 
1919, stocks of liquor then on hand with the understanding that if 
the liquor is subsequently disposed of for value, the total value 
received would be returned as income of the year in which the dispo- 
sition was made. (Also sec. 214(a) 12, art. 263.) 

13-20-804. 
A. R. M. 38. 

A change in basis of valuii^ inventories will not be approved by 
the Commissioner of Internal Revenue if it appears that the principal 
reason for the change is to reduce the amount of tax payable. 

If a request for a change in basis of valuing inventories is granted, 
it will be unnecessary either to file amended returns for past years or 
to make any change in the opening inventory for the year in which 
the change is made. 

When such change is necessary because in past years inventories 
have been valued on a basis not permitted by regulations now or 
then, amended returns from 1915 to date, on one or the other of the 
two bases now authorized, should be filed. Adjustment of any result- 
ing inequality of tax for years prior to 1915 may be made bv filing 
with the amended return for 1915 a composite return for all prior 
years showing the net adjustment for prior years, the net difference 
m the tax liability for those years to be added or deducted in the 
amended return for 1915. 



A.R.R.140. 

Carrying charges actually paid or accrued on liquor in bond, when 
accurately determined and applied to the liquor actually in stock 
at any specific date and set up on the books as an existing liability, 
may properly be added to the cost price of such stock: but this addi- 
tional value can not be arrived at by the application of any empirical 
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formula and can not in any case include interest, except on money - 
borrowed for the purpose of carrying the liquor, nor any apprecia- 
tion in value of the liquor through ageing. (Also art. 1583.) 

Sechon 203, Article 1583: Inventories at ' 28-19-610. 

cost. O. D. 326. 

Taxpayers who as a matter of settled practice do not deduct cash 
discounts from purchases, but who take the merchandise purchased 
into their inventories at invoice price (less trade or other discounts 
other than strictly cash discounts), carrying the discounts in a dis- 
count account, may not, in valuing their closing inventories for 
income tax purposes, deduct from the invoice price of the merchan- 
dise on hand at the close of the taxable year the average amount of 
cash discount received on such merchandise ; neither may the amount 
of cash discount earned, to be reported as income, be decreased by an 
amount representing the estimated cash discount received on mer- 
chandise on hand at the close of the year. (Also sec. 213(a), art, 35.) 



Section 203, Article 1684: Inventories at mar- 32-20-1114. 

ket. T. D. 3047. 

Article 1584, Kegulations 45, is hereby amended to read as follows: 
Abt. 1584. Inventories at market. — Market meaos the current bid price pre- 
valllnK at tlie date of the Inventory for the partlcnlar merchandise and is 
applicable to goods purchased and on hand and to basic materials In goods In 
process of manufacture and in finished goods on hand, exclusive, however, of 
goods on hand or In process of manufacture for delivery upon firm sales con- 
tracts at fixed prices entered Into before the date of the inventory, ichich goods 
must be triventorieA at cost. Where do open market quotations are available, 
the taxpayer must use such evidence of a fair market price at the date or dates 
nearest the Inventory as may be available to him, such as specific transactions 
In reasonable volume entered Into in good faith, or compensation paid for 
cancellatioD of contracts for, purchase commitments. The burden of proof will 
rest npon tlie taxpayer in each case to satisfy the Commissioner of the correct- 
ness of the prices adopted. It is recognized that In the latter part of 1918, by 
reason among other things of governmental control not having been relin- 
quished, conditions were abnormal and In many commodities there was no such 
scale of trading as to establish a free market. In such a case, when a market 
has been established during the succeeding year, a claim mnj be filed for any 
loss sustained in accordance with the provisions of section 214(a) 12 or section 
234(a) 14 of the statute. See articles 261-26S. 



■ Section 203, Article 1585: Inventories by 1-19-14. 

dealers in securities. O. D. 8, 

A dealer in securities, as referred to in section 203, article 1586, 
Begulations 45, may inventory his unsold securities on hand at 
the beginning and end of the taxable year, either (a) at cost or (6) 
at cost or market valuCj whichever is the lower, and such inventory 
may be taken into consideration in arriving at income tax liability. 
Where, however, a taxpayer is not a dealer in securities, the market 
value of Liberty loan bonds held by him is not to be taken into 
consideration aa income tax liability, and any profit or loss in con- 
nection with the bonds is to be accounted for in the year the bondB 
are disposed of. ' ,-- i 
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(See 24-19-558: sec. 212, art. 23.) Inventory not applicable to 
stock sold short. 

Seotion 203, Ahticle 1585(a) : Inventories of 2-20-668. 

live-stock raisers and other farmers. A. B. R. 14, 



The following rules have been adopted : 

(a) Farmers at their option may in valuing closing inventory for 
the year 1919 use the farm-price method. 

(o) In the absence of conditions stated in paragraph (c) below, 
those who use this method must bring in their opening inventory for 
1919 at the same value as the closing inventory for 1918 (this bein^ 
the same in etfect as valuing the opening inventory on the new basis 
and crediting income with the excess valuation brought in). Other- 
wise in cases where certain stock had been raised, and under pre- 
vious methods of reporting, the entire cost of raising had been 
charged for a number of years against income, if the beginning in- 
ventory of the year in which the method is changed were to be 
adjusted without regard to these deductions — that i% without a 
credit to income for the -value brought into the new opening in- 
ventory that was not in the closing inventory — a deduction womd be 
allowed twice for the same item of cost. 

(c) If the farmer finds that the treatment under paragraph (5) 
results in abnormally large income for the year 1919, by reason that 
certain stock which was on hand at the beginning is still on hand at 
the end of the year, then adjustments may be made of taxes, based 
on the new method of taking inventories, from and including the 
year 1915 (using for that year the same method as suggested for 
1919 above). Tliese adjustments should not be in the form of 
amended returns, but in the form of an adjustment sheet attached 
to the 19J9 return. 

18-20-907. 
T.D.3011. 
Begulations 45 are hereby amended by inserting after article 1585 
a paragraph to be known as article 1585(a), reading as follows: 

Aet. 1585(a). Inventories of live-Hock raUera and other farmera. — Because 
of tlie Impracticability of Identifying live atoi?k purchased and live stock, raised, 
and the difficulty of ascertaining actual cost of live stock and other farm prod- 
ucts raised, fanners who render their returns upon an accrual basis may, at 
their option, value their inventories for the taxable year accordiug to the farm 
price method which contemplates a valuation of inventories at market price, 
leas cost of marketing. If the use of the farm price method of yaluiug Inven- 
tories for any taxable year represents a change in method of taking inventories 
from that employed in prior years, the opening Inventory for tie taxable year 
[n which the change is made should be brought In at the same value as the clos- 
ing Inventory for the preceding taxable year (this being the same In effect as 
valuing the opening inventory on the new basis and crediting income with the 
excess valuation brought In). However, if such treatment of the opening inven- 
tory for the taxable year In which the change Is made results In abnormally 
. large income for that year, by reason of the fact that certain live stock or other 
farm products which were on hand at the beginning is still on hand at the end 
of the year, then adjustments in the form of an adjustment sheet attached to 
the return for such taxable year may be made of the taxes for 1915 and each 
succeeding year to the- year In which the change Is made. In making such 
adjustments the farm price method of valuing Inventories should be used for 
each of the preceding taxable years, v i(X>>^IC 



Section 203, Article 1685(b) : Inventories of 24r-20-e96. 

lumber manufacturers. ^ T. D. 3024. 

Regulations 45 are hereby amended by inserting after article 
1585(a) a paragraph to be known as article 1585(b), reading as fol- 
lows: 

Abt. 1585(b). Inventories of lumber manufacturer*. — 1. Because ot the im- 
practicabUity of determining accMirately tbe costs properly assignable to eacb 
Bpecies, grade, and dimension of lumber making np tbe product of the mill, 
lumber manufacturers may use ae a basis for pricing inventories the Average 
coat to the manufacturer of producing the inventoried products during the 
taxable year for n-blch tbe return of net income la made. 

2. If the quantity of iumtKr on hand at the time of Inventory is greater than 
the total quantity of lumber produced during the current taxable year, It la 
evident that the excess stock has been carried over from the previous year'B 
production, and such excess shall be valued at the average cost of production 
for the preceding taxable year. 

3. A taxpayer who regularly allocates In his hooks of account such average 
cost to the different kinds and grades of lumber In proportion to the selling 
value of each kinds and grades may, subject in each ease to the approval of 
the CommlsBioner upon audit of the return, make his returns of net Income on 
that basis. 

4. The term lumber manufacturer, as used in this article, means a person who 
manufactures lumber from logs, as distinguished from a remaDatactoter of 
lumber. 



SECTION 204.— NET LOSSES. 

Section 204, Abticle 1601 : Scope of net losses, 

(See 3-19-188; sec. 284, art. 661.) Application of section 204 in 
case of losses due to payment of liquidated damages. 



(See 11-19-370; sec. 212, art. 26.) Consideration of change in 
accounting period in connection with the provisions of section 204. 

3-20-681. 

O.D.367. 
If, on account of losses through floods, a taxpayer sustains a net 
operating business loss in 1919,Tie may file with nis 1919 return a 
ckim on Form 46 to have such net loss deducted from his net income 
for 1918 and the tax for 1918 redetermined in accordance with 
section 204, Revenue Act of 1918. 



(See 4-20-708; sec. 214(a) 4, 5, 6, art. 141.) Treatment of loss 
sustained by stockholder of two corporations which failed and were 
liquidated. 



O. D. 430. 

An individual who sustained a net loss for a taxable year beginning 

after October 31, 1918, and ending prior to January 1, 19^, with 

Inspect to his share or partnership earnings is not entitled to cne 



48 

relief provided by section 204 of the Revenue Act of 1918 unless he 
has sustained a net loss for such taxable year with respect to his 
entire income derived from all sources during that year. 

15-20-841. 
O. D. 445. 
If a taxpayer changes his accounting period in such manner that 
the period from the close of his previous taxable year to the close of 
his newly established taxable year falls between October 31, 1918, 
and January 1, 1920, and he sustains a, net loss during such fractional 
year period, he is not entitled to the relief provided by section 204 
of the Kevenue Act of 1918, since the net loss sustained is not for a 
full taxable year as provided by the Act. 

21-20-947. 
O. D. 511. 

A corporation whose taxable year is not included in the period be- 
tween October 31, 1918, and January 1, 1920, is not entitled to the 
relief afforded by the provision of section 204 of the Revenue Act of 
1918 with regard to ''net losses." The wording of the Act is very 
specific on this point. 

Consequently a corporation doing business on a fiscal year basis 
may not allocate its net loss and d^iuct the amount apportioned to 
that part of its fiscal year falling within the period October 31, 1918, 
to January 1, 1920. 



Section 204 of the Revenue Act of 1918, relating to net losses, is 
applicable to net losses sustained by farmers. Any farmer who in 
1919 suffered a net loss, as defined in section 204, may adjust his 1918 
tax as provided therein. 



(See 30-20-1087; spc. 212, art. 26.) Change in accounting period 
to secure benefit of section 204. 

31-20-1099. 
O. D. 611. 
A foreign corporation doing business in the United States, having 
a taxable year within the period beginning after October 31, 1918, 
and ending prior to January 1, 1920, and sustaining a net loss within 
the meaning of section 204 of the Revenue Act of 1918, during such 
taxable year, such net loss being attributable to its operations in the 
United States, is entitled to the relief provided by that section. 



Section 204, Abtiolb 1603 : Allowance of net 14r-20-823. 

loss. O. D. 431. 

If a taxpayer suffers a net loss as defined in section 204(a) of the 
Revenue Act of 1918 for any taxable year beginning 4fter October 



31, 1918, and ending prior to Januaiy 1, 1920, and had no net income 
for the preceding taxable year, the entire amount of the loss is 
deductible in computing net income for the succeeding taxable year. 



SECTION 205— FISCAL TEAR WITH DIFFEBENT 
RATES. 

Sbction 205, Abticlb 1621: Fiscal year with 

different rates. 

{See 14r-20-838; sec. 218, art. 824.) Kates of tax applicable to 
di^ributive shares of members of partnership with Sscaf year ended 
in 1916. 

Section 205, Article 1625 : Fiscal year of cor- 
poration or individual ending in 1919, 

(See 15-20-850; sec. 218, art. 834.) Taxation of stockholders 
where personal service corporation changes from fiscal year to cal- 
endar year. 

Part II. — Indiyiditaia 

SECTION 210.— NORMAL TAX. 

Section 210, Abticle 8 : Persona liable to tax. 27-20-1035. 

O. D. 566. 
Internal revenue agents are authorized to board vessels of United 
States registry for the purpose of ascertaining whether the income 
tax liability of United States sailors on board such vessels has been 
satisfied. In a case where a United States sailor refuses to pay 
any income tax due, the Passport Control Division of the State 
Department advises that the revenue agent is justified in taking up 
and withholding the sailor's passport until the tax due is paid. {Also 
sec. 223, art. 401 ; sec. 250, art. 1018.) 

SEcrioN 210, Abticlb 4 : Who is a citizen. 28-20-983. 

O. D. 533. 
The death of the nonresident alien husoand of a woman who, prior to 
her marriage to such nonresident alien, wag an American citizen, does 
not of itself restore her American citizenship. If she has not registered 
as an American citizen with a consul of the United States within one 
year after thedeath of her husband, or has not returned to reside in 
the United States, she retains the status of her husband and is there- 
fore taxable as a nonresident alien. (Sec. 3, Act of March 2, 1917.) 



SECTION 211.— SURTAX. 

Section 211, Abticlb 13: Surtax on sale of 3-19-176. 

mineral deposits. - T. B. R. 8. 

Where individuals transfer property to a corporation which later 
demonstrates the principal value of such property as oil-producing 
11417°— 20 i 



property "by prospecting or ezploratiott and discov&ej work" and 
then dissolves, transferring the property to the individuals who re- 
main stockholders without change in interests, and such stockholders 
sell the property, the portion of the surtax attributable to such sale 
is not limited to 20 per cent of the selling price of such property or 
interests under the provisions of section 211(b). 



9-19-3S7. 
O. D. 194. 
Where trustees of assets of an oil company sell mines, oil and gas 
wells, where the principal value of the property has been demon- 
strated by prospecting or exploration and discovery work done by 
said trustees, section 211(b), Revenue Act 1918, is applicable in com- 
puting tax upon income from such property h^d in trust. Such in- 
come being taxable to trustees as an entity is free from tax when dis- 
tributed to beneficiaries. (Also sec 219, art 344.) 



SECTION 212.— NET INCOME DEFINED. 
Section 212, Article 21 : Meaning of net income. 

(See 18-20-899; sec. 214(a), 4, 5, 6, art. 141.) Effect on net in- 
come for Federal income tax purposes of Federal or State restric- 
tions on taxpayer's activities. 



Section 212, Abticlb 22 : Computation of net 1-19-18. 

income. O. D. 9, 

Adjustments made in accordance with instructions from the Inter- 
state Commerce Commission, increasing the income of a railroad 
corporation from transactions in prior years and taken up on the 
books of the corporation during the taxable year because necessary 
information was not available prior to that time, represent income 
for the years during which the transactions took place instead of the 
taxable year. Corrections should be made by means of amended re- 
turns. 

3-20-682. 
A.B.R.15. 
The Committee has reached the conclusion that under the abnor- 
mal conditions characterizing foreign exchange during the European 
war, the taxpayer may convert current assets less current liabilities 
payable in the foreign currency at the current rate of exchange or at 
any rate less favorable to him. The Commissioner should consider 
in any case applications to adopt a rate more favorable to the tax- 
payer or may on his own motion apply such a rate where the facts 
in the particular case warrant such departure. 
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This ruling ahould apply primarily to taxpayers trading or manu- 
facturing in foreign countries and should not be held to apply to 
isolated or collateral ' investments in foreign credits or securities. 



Income returnable for the purpose of Federal taxes should he 
expressed in terms of United states money. The rate of exchange 
at the time of receipt governs in making the computation. 

16-20-873. 
O. D. 459. 
Income received by a citizen of the United States residing abroad 
from foreign sourcea in foreign money or credits should be reported 
in terms of United States money on the basis of the rate of exdiange 
in effect at the time it was actually received; however, no applica- 
tion of exchange rates is necessary in the case of income received in 
the form of United States currency by a citizen of the United States 
residing abroad. 

19-20-909. 
O. D. 489. 

A taxpayer purchasing goods from a foreign country, the value 
of such gooda Being quoted in terms of the foreign currency, should 
enter the cost thereof at the current or market rate of exchange pre- 
vailing at the time payment for the goods is actually made. 

In the case of a domestic corporation engaged in business in a 
foreign country, ite assete and liabilities (other than capital assets) 
recorded on ite books in terms of the foreign currency, should be 
appraised in dollars (whether actually converted or not) at the close 
of each taxable year in which it is engaged in active business at the 
current or market rate of exchange, if any, then prevailing. (But 
see 3-20-682. A. B. K. 15.) 

25-20-1009. 
O. D. 550. 

A domestic corporation has a branch office in London which keeps 
a separate set of oooks in English currency and renders a report at 
the end of the year as to the profits. During the year, whenever the 
branch office has on hand more money than is needed for regular ex- 
penses, a remittance is made to the home office. 

Held, that the net profits of the London branch for the year should 
be computed in English currency. From the total profite lor the year 
should tie subtracted the total amount remitted to tne home office dur- 
ing the year, all expressed in English currency. To determine the 
equivalent of the profits in terms of United States money, the amounte 
remitted should be converted into United States money at the rate of 
exchange in effect at the date such remittances were made. The 
balance of the net profits, expressed in English currency, should be 
converted into United States money at the rate of exchange as of the 
end of the taxable year, regardless of the fact that the profits may not 
have been remitted to the nome office, ,-- i 
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25-20-1010. 
O.D.561. 

The following rates have been accepted by the Bureau of Internal 
Revenue as the current or market rat«s of exchange prevailing as of 
December 31, 1919 : 



Csechoslovakla-. 



. 8. 76S (dollars to £ sterUng) 
. 8. 80 <dolUni to £ Bt«rlliig) 
. 8.80 (dollars to £ Bt«rlliig) 
. lass (francs to doUars) 
. 10.80 (frnnce to dollars) 
. 18. 2S (Ure to dollars) 
.1020 (coits to peseta) 
. 2140 (cent« to krooer) 
. 2020 (cents to krone) 
.1910 (cents to krone) 
.STST5 (cents to guilder) 
. 1. 01875 (pesos to dollars) 
.OS (centavos to dollars) 
.28 (cents to gold mllrela) 
4. 74 (dollars to Pemvlan £) 
. C0375 (c«its to pesos) 
.485 (cents to pesos) 
.4S25 (cents to rupee) 
. 54 (cents to Singapore dollars) 
. 02m (cents to tnarks) 
. 0092 (c»its to marks) 
(cents to kroner) 
(cents to kroner) 
(cents to kroner) 
(cents to drachma) 
(cents to leu) 
(cents to ler) 
(cents to dinar) 
(cents to markka) 



.0175 



.0280 
.0480 
.0310 



29-20-1069. 
O.D.590. 

The practice followed by a domestic corporation, which is owned 
by and largelj indebted to certain French interests, of converting 
the entire balance due to such interests at the end of each taxable 
year into dollars, at the rate of exchange then prevailing, ig incor- 
rect since it results in the returning of a gain or loss by the company 
due to changes in the rate of exchange, which gain or loss not only 
has not been realized but could never be realized (unless the coin- 

fany liquidated), until all or a portion of the amount due the 
rench interests were repaid. 

In order to reflect the true net income of the company all amounts 
either debited or credited to the account of the French interests 
should be entered on the books in dollars at the rate of exchange pre- 
vailing at the date of the transaction. The franc values can there- 
after be disregarded for income tax purposes and the terms in dol- 
lars be used for income tax computations. In the event that the 
books of the company at the end of any taxable year show a net 
debit for that year to the account of the French interests, that net 
debit should be applied to the portion of the debt to the French 
interests longest outstanding and any gain or loss to the company 
as a result of the difference in the rate of exchange prevailing at 



the time the obligation was incurred and the rate prevailing at the 
time the obligation is retired shall be accounted for in the income 
tax returns of the company. The rate prevailing at the time the 
obligation is retired shall be deemed to be the average rate of ex- 
change per dollar as ascertained by applying to each debit item 
against the French interests during such succeeding year the rate 
of exchange preTailing at the time each such debit item is created. 



(See 31-20-1109; sec. 326, art. 831.) Determination of earned 
surplus attributable to English branch office in computing invested 
capital. 

32-20-1115. 
A. R. R. 217. 

Under the income tax statutes taxpayers are required to render 
true and accurate returns of annual net income in manner and form 
prescribed by the Commissioner with the approval of the Secretary 
of the Treasury. Any return which in the judgment of the Com- 
missioner does not reflect the true net income of a corporation may 
be rejected by him and the taxpayer required to render a return on 
such basis as he may prescribe. Therefore, the action of the Unit 
in requiring a corporation engaged in the mercantile business, which 
made its returns for 1917 and 1918, on the basis of receipts and dis- 
bursements, to file amended returns on the accrual basis was proper 
and is approved. 

The general plan which has been adopted with respect to mercan- 
tile corporations of requiring that both inventories and accounts 
receivable shall enter into the computation of net income is proper 
and in accord with the law and regulations. (Also sec. 203, art. 1581.) 



Section 212, Abticu: 23 : Bases of computa- 4—19-211. 

tion. O. D. 133. 

A taxpayer who for many years has elected to take inventory only 
every two years, and used an estimated inventory in the return 
for the intermediate year, making any necessary adjustments in the 
return for the following year when an actual inventory was taken, 
may not apportion his total earnings for the two years 1917 and 1918 
equally between such years for income tax purposes. (Also sec. 203, 
art. 1581.) 

6-19-268. 
0.844. 

The rule applicable to all industries is that inventories should be 
taken on the basis "(a) cost, or (b) cost or market, whichever is 
lower." It is recognized that in some industries the actual cost of 
production can not be ascertained accurately, and it is therefore 
necessary to approximate a cost value by using selling -market prices 
iis a starting point and reducing such selling market prices in each 
case by an amount sufficient to eliminate the element of profit. This 
rule is applicable to the inventories of farmers and stockmen, and is 
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widely used in many lines of indu^ry, notably in those types of 
mining and manufacturing in which a product of more ,than one 

g-ade or more than one kind is obtained by a common operation, 
nder its application a result can be reached that fairly approxi- 
mates the inventory basis laid down in the Regulations as stated 
above. (Also sea 203, art. 1582; sec 213(a), art. Z8.) 



8-19-312. 
T. D. 2873. 
Article 23, Regulations 45, is modified to read as follows: 
Akt. 23. Bages of computation. — 1. AH)royed standard methods of account- 
ing will ordinarily be regarded aa clearly reflecting income. A method of ac- 
coimtlag will not, however, be regarded aa clearly reflecting income unless all 
Items of gross income and all deductions are treated with reasonable consiat- 
eacy. ( See sec. 200 of the statute for definitions of " paid," " paid or accrued," 
and "paid or incurred.") All items of gross Income shall be Included in the 
gross income for the taxable year In which they are received by the tax- 
payer, and deductions taken accordingly, unless In order clearly to reflect In- 
come such amountB are to be properly accounted for as of a different period. 
For Instance, in any case In which It 'is necessary to use an Inventory no ac- 
counting In regard to purchases and sales will correctly reflect Income except 
an accrual method. (See sec. 213(a) of the statute.) A taxpayer is deemed to 
have received items of gross Income which have been credited to or set apart 
for him without restriction. (See art. 53.) On the other hand, appreciation 
in value of property is not even an accrual of Income to a taxpayer prior to the 
realization of such appreciation through conversion of the property, 

2. For the taxable year 1918 the true income, computed under the Revenue 
Act of 1B18 and where the taxpayer keeps books of account In accordance with 
the method of accounting regularly employed In keeping such books, shall in 
all cases be entered In the return, even though this results in apparent omis- 
sions or duplleations of particular Items of Income or expenses. In the ordinary 
case such omissions and duplications are more apparent than real and are likely 
to counterbalance one another, so that the change in the basis of reporting calls 
for no material adjustment. Where, however, the method previously employed 
by the taxpayer In determining his Income subject to the tax Is materially dif- 
ferent from the method regularly used by the taxpayer in keeping his accounts, 
or where for any reason the basis of reporting Income subject to tax Is changed, 
the taxpayer should attach to hlg return a separate statement setting forth 
for the taxable year and for the preceding year the classes of Items differently 
treated under the two systems, specifying in particular all amounts duplicated 
or entirely omitted as the result of such change. Where, for example, a tax- 
payer who, prior to 1918, has reported on the so-called receipts basis, Is com- 
pelled under the above rule to report on the so-called accrual basis, he should 
include In the separate statement the following information : 

First, (a) expenses paid before the end of the taxable year 1917, but not 
accrued at that date; (6) Income accrued at the end of the taxable year 1917 
but not received at that date; (c) expenses accrued at the end of the taxable 
year 1917 but not paid at that date; (d) income received before the &iH of 
the taxable year 1917 but not accrued at that date; and 

Second, similar Items as of the end of the taxable year 1916. 

If In the opinion of the Commissioner such Information Indicates that the 
returns for any previous years did not reflect the true Income, amended returns 
for such years will be required. 

3. A taxpayer who changes the method of accounting employed in keeping 
his books for the taxable year 1919 or thereafter shall, before computing his 
income upon such new basis for purposes of taxation, secure the consent of 
the Commissioner. Application for permission to change the basis of the re- 
turn shall be made at least. 30 days In advance of the date of filing return and 
shall be accompanied by a statement speci^ng the classes of Items dircerently 
treated under the two systems and specifying all amounts which would be 
duplicated or entirely omitted aa a result of the proposed change. 
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4. Sank dfooMMft,— Banka which In the past have treated dlHoomits as in- 
come before it was actaally earned, and during the taxable ^ear 1918 have 
placed the discount account upon an accrual baele, will be required to anbrnlt 
the Information called for m paragraph 2 above and submit an amended return 
for the taxable year 1917, and will be permitted to submit (or the Commis- 
sioner may require) amended returns for all prior years during which the 
taxpayer was subject to tax. Additional taxes for prior years found to be due 
upon such reexamination will be paid upon the basis of the amended returns in 
the ordinary way. Where It appears tliat prior taxes have been paid In excess 
of the amount properly due, such excess will, to the extent possible, be credited 
agslnst future Income and profits taxes nnder the provisions of section 252 of 
the Revenue Act of 1818. 

23-19-541. 

O. D. 289. 

After the year 1918 taxpayers will not be permitted to adopt one 

period for inventorying and closing their books applicable to one 

part of their business and a different period applicable to another 

part thereof. 

24^19-558. 
S. 1179. 
Where a taxpayer has " borrowed " stock in order to make a 
" short sale " the gain or loss arising from such transaction can not 
be accrued upon the books of the taxpayer at the close of his taxable 
year by treating as an offsetting obhgation the market value of the 
stock sold "short" as of that date; the gain or loss is detei-mined 
when the amount of stock sold " short " is repurchased for return to 
the lender and the transaction closed. (Also sec. 202, art. 1561 ; sec 
203, art. 1585; sec. 214(a), 4, 5, 6, art. 144.) 



A. K. M. 16. 

If, in pursuance of a contract, a vendee corporation agrees to pay 
the income and excess profits taxes on profits arising out of the sales 
returned by the vendor corporation on a calendar year basis, the 
vendee corporation may, if it reports on an accrual basis for a fiscal 
year ending within the calendar year, submit an amended return 
in which the extent of the accrual of such taxes in such fiscal year is 
deducted from income. If, however, such contracts are regularly 
entered into by the vendee corporation as a consistent practice, the 
vendee corporation should be allowed the deduction as for the year 
in which the taxes are paid or determined, unless gross distortion of 
income, as between years, results, 

The vendor corporation, under the circumstances given, reports the 
amount of taxes as income for the year for which payment is made. 
(Also sec 213(a), art. 81; sec 214(a) 1, art. 101.) 



(See 2-20-674: sec. 214(a) 10, art. 202.) Depletion deductions 
when a taxpayer's returns are made on a basis of cash receipts and 
disbursements and he receives in one year royalties which have ac- 
crued over a number of years. 
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7-20-738. 
S. 1312. 
Where an individual is emplojed as an agent lor a firm and under 
his cMitract is to receive as compensation 50 per cent of the profits 
of the agency which may be appropriated by him monthly as earned, 
the amount actually appropriated constitute income of the agent for 
the year in which appropriated. 



(See 15-20-851; sec. 219, art. 341.) How accrued interest due 
to a decedent should be reported in returns filed by an executor or 
administrator. 

1&-20-893. 

O. D. 481. 
Where the return of a farmer rendered upon an accrual basis 
represents a change from that of cash receipts and disbursements, 
the gross profits for the current taxable year must be computed with- 
out deducting from the sum of the closing inventory and the sales 
and other receipts, the inventory at the beginning of the year ex- 
cept — 

(a) 11 any live etocfe, grain, or other property on hand at the beginning of the 
taxable year had been purchased and the cost thereof not charged to expense, 
only the difference between the cost and the selling price sliould be reported 
as income for the year In which sold. 

(b) Bnt if the cost of sach property has been charged to expense for a pre- 
vious year, the entire amoant received must be rqwrted as income for the year 
in wMch sold. 

This pro<^:edure is to be followed in such cases instead of attempt- 
ing to make an adjustment by recomputing the net income for prior 
years upon the accrual basis with inventories. (Also sec. 2l3(a), 
art. 38.) 

34r-20-1144. 
O. D. 636. 
Where the return of a farmer rendered upon an accrual basis 
represents a change from that of cash receipts and disbursements, the 
gross profit for tne current taxable jear must be computed without 
deducting from the sum of the closing inventory and the sales and 
other receipts, the inventory at the beginning of the year except — 

(a) If any live stock, grain, or other property on hand at the 
beginning of the taxable year had been purchased and the cost 
thereof not charged to expense, only the difference between the cost 
and the selling price should be reported as income for the year in 
which sold. 

(b) But if the cost of such property has been charged to expense 
for a previous year, the entire amount received must he reported as 
income for the year in which sold. 

This procedure is to be followed instead of attempting to make an 
adjustment by recomputing the net income for prior years upon the 
accrual basis with inventories, except in cases where for the prior 
years inventories have actually been taken and recorded and records 
kept of accrued items of expenses, although the returns for those 
years were made upon the cash receipts and disbursements basis. 
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Where such actual records are available for the prior years, adjust- 
ments in the form of an adjustment sheet attached to the return for 
the current taxable year may he made of the taxes for 1915 and each 
succeeding year to the year in which the change is made. In making 
such adjustments the same method of valuing inventories should be 
used for the current taxable year and for each of the preceding tax- 
able years. (See the instructions on Form 1040-F under the heading 
of " Inventories," and Treasury Decision 3011.) (Ruling 18-20-893, 
O. D. 481, modified.) (Also sec. 213(a), art. 38.) 



Section 212, Astici-e 25 : Accounting period. 2-19-146. 

O. D. 100. 
An Act, passed in 1918 by the Maryland Legislature, requires 
public-service corporations to Keep their accounts on a calendar year 
basis. Such corporations which have been filing Federal income tax 
returns on a fiscal year basis must file their 1918 returns on a 
calendar year basis (according to their accounting penodK for the 
full calendar year, and compute the tax at 1918 rates. Credit will be 
allowed against such total tax for the proportionate part of the tax 
for the previous fiscal year return applicable to 1918. 

8-20-749. 
O.D.404. 
A newly organized corporation may file its income and profits tax 
returns on a fiscal year basis without npplying to the Commissioner 
for permission to do so, provided such basis is definitely established 
and the books are kept in accordance therewith prior to the close of 
the first fiscal year. 

Section 212, Articu; 26 : Change in accounting period. 1-19-19. 

O.D.IO. 
A taxpayer who, during 1918, has given notice according to the 
statute and regulations in effect at that time of a change from a 
fiscal to a calendar year basis for filing returns may, notwithstanding 
articles 25 and 26 of Regulations 45, me a return for the period from 
the close of his fiscal year to the end of the calendar year, 

10-19-355. 

O. D. 205. 

For the purpose of givingnotice of change in accounting period 

as prescribed m article 2S, Regulations 45, "due date" means the 

original due date of the return and not the date on which the return 

should be filed in case an extension of time is granted. 

11-19-370. 

T.B.R.37. 

A taxpayer having made a return upon the basis of the business 

year best adapted to reflect his true income should not be permitted 

to depart from that return year, (Also sec. 204, art. 1601.) . ^ 



SoL Op. 5. 

INCOUB TAX : SBCnOM 226, BBTHNCB ACT OF 1S18. BBTDBNS. 

A taxpayer, having filed a return for a fiscal year ended June 30 
and desiring to change to a calendar year basis, must file notice 
thereof at least 30 days prior to March 15 of the following year. 
Solicitor's Memorandum 857 modified accordingly. (Also sec. 226, 
art. 431.) 

26-20-1026. 
T. D. 3032. 
Art. 26 of Regulations 45 is hereby amended to read as follows : 
Abt. 26. Change in accounting period. — If a taxpayer changes his accounting 
period, and not merely his taxable year to conform with his existing accounting 
period, he shall as soon as posdble give to tbe collector for transmission to the 
Commissioner written notice of such change and of bis reasons therefor. The 
Commiaaloner will not approve a change of the basis of computing net Income 
unless such notice Is given at a time which is both (a) at least thirty days 
before the due date of the taxpayer's return on the basis of his existing taxable 
year and (6) at least thirty days before the due date of Ms separate return 
for tbe period between the close of the existing taxable year and the date desig- 
nated as the close of the proposed taxable year. The due date of the separate 
return for such-period Is the fifteenth day of the third month following Uie 
close of that period. If the change in the baHla of computing the net income 
of the taxpayer 1b approved by the Commissioner, the taxpayer shall liiereafter 
malce his returns upon the basis of the new accouotlng period in accordance 
with the requirements of section 226 of the statute and Me net income shall be 
computed as therein provided. See Article 481. 



30-20-1087. 
T. D. 3044. 

INCOME TAX : CHANGE IN TAXABLE YEAR— LOSS IN I NTH NTOBY— OPINION OF 



The A Company earned a large income during the fiscal year ended 
September 30, 1918, and suffered a net loss during the year ended Sep- 
tember 30, 1919. The company in 1920 requested permission to 
change its accounting period for 1918 to the calendar year basis and 
then to be allowed to deduct the net loss from the taxaole income for 
1918 under section 204 of the Revenue Act of 1918. Held, that the 
accounting period for which the tax liability had accrued and the 
method of accounting during that period were accomplished facts 
which could not thereafter be changed by the Commissioner. 

The company further contended that it was entitled to a deduction 
for inventory loss under subdivision 14, section 234(a) of the Reve- 
nue Act of 1918, because of certain noncancellable contracts for the 
future delivery of material which were not completed by delivery 
prior to the termination of the fiscal year, the value of this materi^ 
having been greatly decreased as a result of the signing of the armi- 
stice on November 11, 1918. Held, that as the company did not own 
the mat«rial on September 30, 1918, but had only a contract for its 
purchase, no deduction could be allowed as a loss on inventory based 
on such contracts. (Also sec. 204, art. 1601 ; sec. 214(a) 12, art. 263.) 
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SECTION 218(a).— GROSS INCOME DEFINED: 
INCLUSIONS. 

SECTioN213(a), AhticleSI: What included in 1-19-21. 

gross income. S. 957, 

Money recovered as damages in libel proceedings is subject to 

income tax. 

1-19-23. 
O. D. 11. 
A person in the service of the American Bed Crces receiving main- 
tenance but no pay should return as income any excess of the amount 
received for maintenance over his actual living expenses. 

1-19-24. 
O. D. 12. 
Compensation of teachers of the Territory of Hawaii is subject 
to income tax under section 213(a). 

1-19-25. 

O. D. 13. 

Profit on goods sold by a consignee is income to the consignor 

for the year in which the sales are made, even though the consignor 

received no notification of sale until a subsequent year. If reported 

otherwiae, amended returns should be filed. 

1-19-26. 

O. D. 14. 

If a taxpayer receives, through mistake, an amount in payment 

of a contract in excess of the amount agreed upon in the contract, 

the excess is not taxable income. It is in the nature of a liability to 

the party with whom the contract was made. 

1-19-28. 

O. D. 16. 

Interest received by a bank on loans to subscribers for Liberty 

bonds is not interest received on obligations of the United States, and 

is therefore subject to tax. 

1-19-31. 
O. D. 19. 
Commissions, advanced in payment for services of an advertis- 
ing solicitor should be reported as gross income for the taxable 
year in which received. Any portion of the commissions thus re- 
ceived, which are paid back, owing to failure of payment for aldver- 
tising, may be deducted as a loss for the year in which payments are 
returned^ 
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1-19-32. 
O.D.20. 
The term " State " as used in the income tax laws refers only to 
the States composing the United States. Therefore, income de- 
rived by an American citizen from a forei^ Government is not 
exempt from tax and should be included in his return of annual net 
income. 

1-19-33. 

O. D. 21. 

Income received by an individual or corporation due to selling 

war-saving stamps at the appreciated value should be reported as 

income for the year in which the sales were consummated. 

1-19-38. 

O.D.26. 
The amount which a plaintiff should report as income or a de- 
fendant may deduct as an ex{>ense in the case of an award for 
damages on account of patent infringement is not affected by the 
amount of Federal taxes which have been paid by the defendant 
The amount to be reported or deducted is the total amount awarded 
by the courts. (Also sec, 214(a) 1, art. 101.) 



(See 8-19-331; sec. 233, art. 541.) Taxability of interest received 
by banks on loans made to customers on account of Liberty bonds 
purchased for them. 

9-19-338. 
O. D. 195. 
A witness summoned by a State attorney to give testimony is not 
an employee of the State. Fees received by such witness are there- 
fore subject to taxation. (Also sec. 213(b), art. 85.) 



(See 10-19-360; sec. 225, art. 421.) Income from trust received by 
beneficiary who is also trustee. 

(See 11-19-376; sec. 213(b), art. 86.) Taxability of compensation 
received by a person in military service from the Spruce Division, 

12-19-398. 
T.B.R.42. 

Amounts legally declared and paid as dividends become part of 
the gross income of the stockholders. In the absence of any liability 
on me part of the stockholders to repay such amounts to the corpo- 
ration, voluntary repayment does not change the character as gross 
income, and does not warrant the exclusion of such dividends from 
the gross income of the stockholders for the year in which paid. 
(Also sec. 201, art. 1541.) 
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ia-19-416. 

O.D.238. 

The difference between the face value at maturity and the purchase 

price of noninterest-bearing warrants issued by a subdivision of a 

State and purchased at a discount is discount rather than interest 

and is subject to tax. 



(See 20-19-502; sec. 201, art. 1541.) Dividends illegally declared 
nnd later repaid to the corporation. 



(See 21-19-520; sec. 201, art. 1541.) Tax liability of domestic cor- 
poration under Revenue Act of 1917 on dividends received from a 
foreign corporation having no income from sources within the 
United States. 

25-19-581. 
A. K. R. 1. 
Profits actually realized through the sale of proi>erty are not 
exempt from taxoecause the sale was involuntary. 



(See 2-20-669; sec. 212, art. 23.) Amount to be included in gross 
income by a vendor when, according to contract, a vendee pays Fed- 
eral income and excess profits taxes on profits on sales made by the 
vendor to the vendee. 

9-20-766. 
S. 1329. 
Where the members of a firm establish an wnployees' profit-sharing 
fund by transferriujg a given sum of money to certain employees in 
trust, such fund being invested in the business of the firm and the 
intwest paid annually to a certain class of employees, who hold 
certificates entitling tnem to participate in the profits of the fund, 
such certificates bemg subject to cancellation at the pleasure of the 
firm, the income from the fund is taxable as a part of the firm's 
income. 

(See 17-20-883; sec. 201, art. 1544.) Dividends paid in the form 
of interest-bearing promissory notes. 



Damages in the form of yearly payments throughout the life of 
the injured party, recovered through the compromise of a threatened 
suit for breach of promise of marriage, are not regarded as a return 
of capital, since the benefits of which the injured party was deprived 
were merely anticipatory. Such payments are within the statutory 
definition of income and accordingly are taxable to the recmient.. 
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21-20-948. 
O. D. 512. 

A taxpayer who had been discharged from the employ of a rail- 
road company was reinstated by order of the Railroad Board and 
paid for all time lost during a period of over two years. It is con- 
tended that the sum received by the taxpayer, for wnich he rendered 
no service, is in reality a gift and not taxable. 

Held, that the payment can not be treated as a ^ft for the reason 
that it was not made voluntarily. It is income within the ordinary 
acceptation of the word and not being such income as is expressly 
exempt under the Act, should be included in the return of the tax- 
payer for the year in which it was received by him. 

24r-20-997. 
S. 1384. 

INCOME! TAX: SECTION 218(b)8, BOVHNTIB ACT OF IftlS, BXBIIFT INCOHB. 

The alienation of a wife's affections is not such a personal injury 
as to entitle the recipient of damages therefor to exemption from in- 
come tax as to the amount received. (Also sec. 213(b), art. 72.) 



O. D. 542. 
Shares of stock and cash received by a partnership for underwrit- 
ing the reorganization of an insolvent concern in which a deceased 
partner owned stock, the transaction being undertaken in order to 
protect the interests of the decedent's estate and the entire amount 
received therefrom being turned over to his estate, represent taxable 
income to the partnership regardless of the fact that no distribution 
was made to the individual partners and irrespective of the reasons 
for which the partnership entered into the transaction. 

25-20-1011. 

O. D. 552. 

Benefits received from a labor union by an individual member 

while on strike are to be included in his gross income for the year 

during which received, there being no provision of law exempting 

such income from taxation. 

(See 26-20-1032; sec. 221, art. 364.) Bond interest paid in scrip. 



(See 27-20-1039 ; sec. 214(a) 1, art. 107.) Taxability of bonuses to 
employees which were not deducted from gross income of employer. 

32-20-1116. 
O. D. 621. 
The income of a revocable trust must be included m the gross in- 
come of the grantor. The position of the grantor with respect to the 



payment of tax on such income is the eame as if the trust had not 
been created, and the same principles are applicable in detennining 
the amount of taxable income. 

The trustee under a revocable trust is required to file a return on 
Form 1041, revised, in accordance with section 225 of the Revenue 
Act of 1918 and article 421 of Regulations 45, showing the grantor 
as the beneficiary under the trust. The trustee must also file a return 
of information on Form 1099, revised, as provided in section S56 of 
the Act upon which should be entered the name and address of the 
grantor in whose return the income should be included. (Also sec. 
226, art. 421 ; sec, 256, art 1080.) 

32-20-1117. 
O. D. 622. 
Interest received or accrued on bonds purchaiied at a premium, 
according to the method employed in keeping books, represents 
income for the year in which received or accrued at the rate carried 
by the bonds and not at the rate which would be realized after 
amortizing the premium. (See also ruling 887 published in Bulletin 
17-20.) 

Section 218(a), Article 32: Compensation 1-19-27. 

for personal services. O. D. 15. 

Compensation received by Federal reserve agents and their assist- 
ants, as well as other employees of Federal reserve banks, is subiect 
to the income tax, 

3-19-178. 
T. B. R. 12. 

Where the compensation of a receiver, trustee, or similar fidu- 
ciary is awarded or paid at the conclusion of the trust, it is presumed, 
in the absence of satisfactory evidence to the contrary, that it did 
not accrue during the course of the trust, and it is accordingly tax- 
able as income of the year when awarded or paid. 

Where it is understood at the beginning of the trust that the 
amount of the compensation is not to be determined until its con- 
clusion, and this understanding is adhered to during the course of 
the trust and no payments are made on account of such compensation, 
this presumption becomes conclusive. 

4-20-700. 
O.980. 
Where an executor receives a bequest conditioned upon his con- 
tmuous performance of duties as an executor, such a bequest is 
deemed to be compensation for his services, although it is expressly 
additional to the executor's legal commissions. (Also sec, 213(b), 
art 78.) 

(See 28-20-1051; sec. 213(b), art. 73.) Retiring allowances to 
teachers or widows of teachers paid by Carnegie Foundation for 
Advancement of Teaching. 
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30-20-1088. 
O. D. 602. 

An amount received in the form of a reward for the performance 
of a special service, such as the prevention of a bank robbery, consti- 
tutes taxable income and should be included in the gross income 
of the recipient for the year in which received. 

33-20-1127. 
T. D. 3049. 



The compensation of a judge of the Supreme Court or of an in- 
ferior court of the United States is subject to a statute imposing an 
income tax enacted before his term of office begins. 



Section 213(a), Asticle 33: Compensation 18-19-475. 

paid other than in cash. O. D. 265. 

Board and lodging furnished seamen in addition to their cash 
compensation is held to be supplied for the convenience of the em- 
ployer and the value thereof is not required to be reported in such 
employees' income tax returns. 

- 1-20-656- 

O. 962. 

INCOME TAX.— SECTION II-B OF THE ACT OF OCTOBBB 3, 1813. 

Stock, based upon a new and untried invention, received in pay- 
ment for services rendered is income to the person receiving such 
stock to the extent of its market value. The market value at the time 
of receipt is to be fixed by taking into consideration the first prices 
such stock brought when placed on sale within a reasonable time 
after such receipt, due allowance being made for intervening cir- 
cumstances affecting such value. (Also sec. 202, art. 1561.) 

(See 12-20-793; sec. 213(b), art. 71.) Premiums paid by employer 
on group life insurance covering liv^ of employees. 

13-20-819. 

T. D. 2992. 

Article 33 of Regulations 45 is hereby amended to read as follows: 

Art. 83. Compensation paid other than tn cii«A.— Where services are paid for 
with something other than moaey, the fair market value of the thing taken Jn 
payment is the amount to be included as income. If the services were rendered 
at a stipulated price, In the absence of evidence to the contrary such price will 
be presumed to be the fair value of the compensation received. Compensation 
paid nn employee of a corporation In Its stock Is to be treated as if the corpora- 
tion sold the stock for Its market value and paid the employee in cash. When 
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living Quarters such as eampe are famished to employees for the convenience 
of the employer, the ratable valne need not be added to the cash compensation 
of the employee, but where a iwrson receives as compensation for serTlces ren- 
dered a salary and in addition thereto living quarters, the vatneto snch person 
of the quarters furnished constitutes Income subject to tax. Premiums paid - 
by an employer on policies of group life insurance covering the lives of em- 
ployees, the beneflctarics of which are designated bj the employees, are not 
income to such employees. 

33-20-1128. 
O. D. 627. 
If a corporation pays the premiums on an individual life insurance 
policy carried on the life of one of its officers or employees who is 
permitted to de&ignate the beneficiary and in which the corporation 
!s not in any way a beneficiary, premiums so paid will, in the 
absence of satisfactory evidence to the contrary, be presumed to 
constitute taxable income to such officer or employee. 



Section 213(a), Ahticle 35: Ciross income 

from business. 

(See 28-19-610; sec. 203, art. 1583.) Treatment of cash discounts 
on purchases in connection with valuation of inventories. 



Section 213(a), AnnctE 38: Gross income of 
farmers. 
(See 6-19-268 ; sec. 212, art. 23.) Inventory of farmers. 

18-19-476. 

O. D. 266. 

The use of Form 1040 F is optional, since it is designed merely 

to assist farmers in computing their net income. Therefore, it is 

unnecessary to file same where the taxpayer has made return and 

paid the taxes due. 

(See 18-20-893; sec. 212, art. 23.) Treatment of opening inven- 
tory of farmers when changing from cash to accrual basis. 



(See 34-20-1144; sec. 212, art. 23.) Treatment of opening in- 
ventories of farmers when changing from cash to accrual basis. 



Section 213(a), Article 39 : Sale of stock and 19-19-495. 

rights. T. B. M. 73. 

The entire amount realized by a stockholder of a corporation from 
the sale of his right to subscribe for additional stock of the corpo- 
ratioD should be included in his gross income for the taxable year in 
vhich the sale is made. 
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Section 218(a), Article 41: Sale of good will. 1-19-22. 

O. 791. 
Contemporar; sale of stock held to be of greater weight in deter- 
mining value of a corporation's assets, including good will, as of 
March 1, 191S, than Talues based on appraisal. 



(See 10-20-777; sec. 202, art. 1561.) Methods of determining value 
of intangible assets as at March 1, 1913. 



(See 28-20-1048; sec 202, art. 1561.) D^ermination of value of 
intangibles as of March 1, 1913. 



Section 213(a), Article 42: Sale of personal 1-19-35. 

property on installment plan. O. D. 23. 

A corporation doing business on both a cash and installment basis 
should report profits on the installment sales on the basis outlined in 
Treasury Decision 2707, and article 42 of Regulations 46. The cash 
sales, each of which represents a completed and closed transaction, 
should be reported separately ; that is, the entire profits derived from 
every cash sale must be reported as income in the return for the year 
in which the sale was made. 

1-19-36. 
O. D. 24. 
A corporation, which has heretofore been treating all installment 
sales as completed transactions and desires to change its method to 
that of treating " as deferred profit " the amount of profit on unpaid 
installment sales standing on its books December 31, 1918, is per- 
mitted to change, but this office will not approve a change merely 
because the taxpayer will derive an advantage from decreased tax 
liability. When a change is approved the taxpayer will be required 
to adhere to it in his returns for subsequent years and the first return 
made under the changed method should be accompanied by a letter of 
explanation. C. O. D. and " will call " sales should be included in the 
inventory at the close of the year, if the merchandise has not been 
actually shipped to the customers, unless such merchandise has been 
included in sales of the taxable year, in which case it should be ex- 
cluded from inventory. 

1-19-37. 
O. D. 25. 
If books have been so kept that the cost of each article sold was 
not shown, gross profit may be determined by tak^g the average 
percentage of gross profit on gross sales. If several different lines 
of merchandise are handled on which the average percentages of 
profit differ, the gross profit on total sales of each different class of 
merchandise should be computed separately. , - i 



4-19-212. 
O. D. 134. 
If the principal stocUioMer of a corporation sells stock to em- 
ployees of the company for consideration of 10 per cent cash and 
ihe balance in installment payments secured by notes covering a 
period of 10 years, that proportion of each installment payment re- 
ceived during the taxable year which the gross profit to be realized 
bears to the gross contract price should be reported as income for 
year during which installment payments were received. 

8-19-313. 
T. B. R. 24. 
In accordance with provisions of article 42 of Regulations 45 
the first step to be taken by a taxpayer engaged in merchandising 
upon the installment plan who has heretotore made returns upon 
the basis of treating the profit upon installment sales as realized as at 
the date of sale and now wishes to change to the basis of reporting 
the profit as being realized as at the date of collection of the out- 
standing accounts is to prepare and file as part of his return an 
amended balance sheet as at the date of the beginning of the taxable 
year, in which there shall be excluded from the surplus the unrealized 
gross profits upon the outstanding installment sales contracts at that 
date. Such amended balance sheet would be in substantially the 
following form : 

Balance sheet ag at opening of fiscal j/ear. 

Abbbtb. 

Plant and equipment ? 

Less depredation 

Current assets: 

MerchandlBe as per inventory 

Installment sales contracts 

Notes receivable 



Deferred debit items ; 

Insurance premiams paid In advance.. 
Otber items 



Capital stock (or individual's or partner's capital).. 

Mortgage Indebtedness 

Current liabilities : 

Bills payable $. 



Deferred credit items: 

Unrealised gross profits npon Installment 
sales contracts 

Surplus 



Total lUblUtlea-. 



As iroin the beginning of the taxable year the following acconnts 
should be set up : 

(a) Goods purchased, which will be charged with the amount of 
inventory of tne goods on hand at the b^inn-nc of the taxable year 
and with the expenditures for goods purchased during the year. 

(J) Goods sold (cost value), which will be credited with the cost 
value of all goods sold during the year. 

(c) Instt^lment sales contracts, which will be charged with the 
amount of the outstanding installment sales contracts at the begin- 
ning of the year and with the amount of installment sales contracts 
made during the year. This account will be credited with all cash 
collected during tne year upon installment sales contracts and with 
the unpaid installments of defaulted or canceled contracts. 

(d) Unrealised gross profits on instaU/ment sales contracts, which 
will be credited with the amount of unrealized gross profit upon the 
outstanding installment sales contracts at the bemnnmg of tne year 
and with the amount of such unrealizedigross profit upon installment 
sales contracts made during the year, T^is amount will be computed 
upon the basis of the total installment sales contracts reduced by the 
cost or inventory value of the goods covered by the contracts, the 
remaining balance being the amount of the unrealized gross profits. 

(e) Bealized profits on installment sales contracts, which will be 
credited from month to month, or at least at the end of the year, 
with the profits realized by collection upon installment sales con- 
tracts. Such profits should be computed by taking the same per- 
centage of the total cash collections upon installment sales contracts 
during the period as the total imrealized profits on installment sales 
contracts b^rs to the total installment sales during the same year. 
Corresponding debits should be made to unrealized gross profits on 
instalmient sales contracts. Any necessary corrections to produce a 
more accurate result can be made as at me end of the fiscal year. 
(Modified by ruling S2-20-llt8.) 

23-19-542. 
O. D. 290. 
Where the stockholders of a corporation sell their shares in the 
corporation for a price in excess of cost and receive a cash payment 
not in excess of 20 per cent of the total price, the purchasers agreeing 
to pay the balance in a number of semiannual installments and 
deposit collateral with trustees as security for the faithful perform- 
ance of the contract, the transaction is not an installment sale within 
the meaning of article 42, Regulations 45. The entire consideration 
involved in the sale must be treated as the equivalent of cash in the 
year when the sale is consummated. 

13-20-806. 

S. 1353. 

The treatment outlined in article 42 of Regulations 45 for sales of 

personal property on the installment plan is not limited to dealers 

alone, or to sellers of chattels as distinguished from sellers of other 

forms of personal property, such as corporate stock. The retention 
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of a lien upon the property sold as security for the purchaser's agree- 
ment to pay, does not alter this conclusi<m. 



For the purpose of the income tax, salea of real or personal prop- 
erty on the installment or deferred paTment plan, as described in 
articles 42 to 46 of Be^lations 46, snail be treated as therein pro* 
videdj regardless of whether the sale is made by a dealer or <^her 
indindual. (Also arts. 43-46.) 



Modifications of procedure to be followed where a taxpayer 
gaged in merchandising upon the installment plan, and who 



32-20-1118. 
O. D. 623. 
lyer en- 
, , ■ho has 

heretofore made retun^ imon the basis of treating the profits as 
realized as at the date oi sale, wishes to change to the basis of 
reporting the profit as being realized as at the date of collection of 
the outstanding accounts. (Amending T. B. R. 24, page 78 of Cumu- 
latire Bulletin, December, 1919.) 



SEcnoN213(a), AKncLB43: Sale of real estate 12-19-399. 

in lots. O. D, 226. 

Where building lots contained in a given tract of land are sold . 
before the contemplated development work is completed, the profit 
realized should be determined on the basis of the cost of the land, or 
its fair market value on March 1, 1913, if acquired prior to that date, 
plus actual and estimated future expenditures for the development of 
the property in accordance with the contract of sale. 

27-20-1036. 
O. D. 567. 
Profit realized on the sale of lots, the selling price of which in- 
cludes the cost of certain development work already made or to be 
made in accordance with the contract of sale, should be based on the 
cost of the land to the vendor, or its fair market value as of March 1, 
1913, if acquired prior to that date, plus the actual and estimated 
future expenditures for development. If the estimated future ex- 
penditures should be subsequently ascertained to be incorrect, 
amended returns should be filed as the basis for an adjustment of 
the tax for the years affected. The cost of such development having 
been taken into consideration in determining profit, expenditures 
for this purpose can not be deducted from gross income in subsequent 
petums. (Also sec. 202, art. 1561.) 



Section 218(a), Articlb 44: Sale of real 8-19-314. 

estate involving deferred payments. O. D. 181. 

In the case of real estate sales involving deferred payments, even 
though substantial first payment is made, if the notes given by buyers 
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of real estate Cftn not be discounted nor sold on account of lack of 
credit of the buyers, such notes need not be regarded as the equivalent 
of cash, and the renders ma; report as their income from the pro- 
posed transaction for each year only the proportion of each payment 
actually received in that year which the gross profit to be realized 
when the property is paid for bears to the gross contract price. 

Section 213(a), Article 46: Deferred pay- 11-20-784. 

ment sales of real estate not on the install- O. D. 409. 

ment plan. 

A sold to B real estate which was mortgaged to secure a loan made 
by a State. B agreed to make payment, partly in cash, assume pay- 
ment of the mortgage held by the State, and give A a mortgage to 
cover the balance of the sale price. Notwithstanding that the State 
will not accept B's promise to pay in lieu of A's original note and 
mortgage, thus leaving A liable tor payment of the note in case B 
defaults, it is held that A has received the full amount of the sale 
price in cash or its equivalent and should report the entire profit 
realized as income for the year in which the sale was consummated. 

27-20-1037. 
O. D. 568. 

A tract of land was sold on November 1, 1919, for lOiv dollars, 
of which amount x dollars accompanied the bid, ix dollars was paid 
in December, 1919, and the balance in January, 1920, at which time 
a proper conveyance of title was delivered to the purchaser. This 
sale is to be treated as a cash transaction for 1919, and the entire 
profit realized must be returned as taxable income for that year. 

27-20-1038. 
O. D. 569. 

An individual who sold a parcel of real estate in 1918 for 60a; dol- 
lars received a payment of 5x dollars on March 1, 1918, the date on 
which the sale was. consummated, a payment of 2ix dollars on July 1, 
1918, and a payment of lOa; dollars on December 1, 1918, or a total of 
17^iB dollars during the year 1918. It was provided that the balance 
of the selling price would be paid in installments falling due on 
December 1 of eech year thereafter, including the year 1922, such 
deferred payment being secured by crop mortgages and additional 
collateral security. 

Held, the vendor should have included the entire profit realized on 
the sale in his return for 1918. 

(See 33-20-1134; sec. 219, art. 343.) Treatment of proceeds of 
deterred payment sale entered into by decedent. 

Section 213(a), Articue 47: Annuities and 7-19-289. 

insurance policies. O- D. 170. 

An individual who receives income from an annuity which has 
been purchased for his benefit by another person is not liable for a 



tax thereon until the payments received under the terms of the 
annuity have equaled the amount paid or s^ aside to purchase or, 
establish same. 

4-20-701. 

O. D. 879. 
The basis for ascertaining the taxable income resulting from the 
disposition of a life insurance policy acquired prior to March 1, 
1913, where the insured transfers the policy to some one other than 
the insurance company, which wrote the polii^, is the cash surrender 
value of the policy as at March Ij 1913. However, if the insured 
surrenders his policy and all his rights thereunder to the insurance 
company, which wrote the policy, the aggregate amount of the 
premiums paid during the period the policy was held, or the cash 
surrender value of the policy as at March Ij 1913, whichever is 
greater in amount^ is to be taken as the basis in computing the 
taxable income derived by the insured. 



(See 31-20-llOlj sec. 213(b), art. 72.) Taxability of interest re- 
ceived by a beneficiary upon proceeds of insurance left in possession 
of insurance company. 



Section 213(a), Aeticuj 48: Rent and royaltiea 

(See 3-20-689; sec. 214(a) 3, art. 138.) Assessments for local 
benefits paid by tenant for landlord. 



Section 213(a), Abticlb 49: Compensation 21-20-940. 

for loss. O.D.518. 

Articles 49 and 50, Begulations 45, provide that in cases where an 
owner of property has lost or transferred title to it by reason of the 
exercise of the power of requisition or eminent domain, and proceeds 
immediately in good faith to replace the property, or where it is 
not practicable to immediately replace same and application ia 
made to establish a replacement fund, the gain which is to be in- 
cluded in gross income is measured by the escess of the amount re- 
ceived as compensation or reimbursement over the amount actually 
and reasonably expended to replace the property substantially in 
kind. 

The provisions of these two articles are applicable to property 
used for residential or farming purposes. (Also art. 50.) 



Section 213(a) , Article 50 : Replacement 12-19-400. 

fund for loss. T. B. R. 41. 



Where the Government having requisitioned vessels from a tax- 
layer for use in the war, returns the same vessels in an unfit condition 
Jor their former use, giving the taxpayer a sum of money in lieu of 
restoration, the vessels are deemed to be substantially ditferent jarop- 
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erty from that taken from the taxpayer, and the taxpayer may elect 
to sell the vessels returned and place the proceeds, together with the 
money paid him in lieu of restoration, in a replacement fund estab- 
lished under articles 49 and 50, Begulati<Ht8 45. 

15-19-443. 
T. B. M. 61. 
Where a taxpayer elects to replace a vessel by one somewhat 
larger, so long as the general type of the boat is the same as the boat 
lost or destroyed, it may fairly be taken as a replacement in kiad 
within the meaning of article 49 of Regulations 45, in so far as it 
equals the tonnage of the original vessel. There should be charged 
against the replacement fund only such portion of the cost of the new 
vessel as would represent the cost of a boat of the carrying capacity 
of the old vessel, with allowance for depreciation. The period during 
which the replacement fund may be maintained may properly be 
limited to one year with the privilege of the taxpayer to apply at 
the end thereof for a further extension of time. 

20-19-5(H. 

0. 914. 

Where the owner of a requisitioned tug uses the proceeds to buy 

bargeSj tiiis is not a replacement in kind as to come wiUiin the 

provisions of articles 49-and 50 of Regulations 45, 



(See 12-20-801; sec 326, art. 837.) Replacement fund for lost 
steamers derived from insurance collected; relation t« invested 
capital. 

Sectioh 213(a), AirricLE52: When included in 
gross income. 

(See 1-19-18; sec. 212, art. 22.) Profit and loss adjustments for 
prior years, made during the taxable year under instructions from 
the Interstate Commerce Commission. 

2-19-140. 
O. D. 97. 

The date of payment rather than date of receipt is the govern- 
ing factor in determining when a dividend should be treated as tax- 
able income to the recipient. Consequently a dividend paid in Mis- 
souri and received there by stockholders December 30, 1917, but 
not received by stockholders in California until January, 1918, wiU 
be taxable at 1917 rates to the California stockholders. (Also sec. 
201, art. 1541.) 

2-19-141. 

S. 971. 

Money and other property received in 1916 I^ a stockholder in 

the distribution of the capital and surplus of a corporation in 
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process of dissolution, of value in excess of the price paid by him 
for his stock or of its fair marliet value on March 1, 1918, if he 
acquired it before that date, is income to the stockholder for the 
year 1916. (Also sec. 201, art. 1548.) 

21-19-^23. 
O. D. 282. 
When property is sold by individuals who are under agreement 
to incorporate at a later date, the proceeds of the sale being placed on 
deposit m a bank in escrow under the condition that the gale must be 
ratified by the directors of the corporation when organized, income 
accrues to the corporation at the time when the sale is ratified and 
the funds in escrow are made available to the company, (Also sec. 
233, art. 541.) 

30-19-635. 
O.D.343. 
Where the assets of a corporation in process of liquidation are 
being disposed of, the proceeds being distributed to the stockholders 
in installments, and it is not known what the total proceeds will be, 
and consequently the amount of profit to the stockholders can not 
be definitely determined, a stockholder should return no portion of 
the installment payments as income until the amount actually re- 
ceived exceeds the cost of the stock to him, or its fair market value 
as at March 1, 1913, if acquired prior to that date. However, if the 
corporation enters into a contract for the sale of its assets at a stipu- 
lated price, the purchaser making payment in installments, the por- 
tion of each liquidating payment to the stockholder representing 
profit is determinable and should be returned as income for the year 
during which received. (Also sec. 201, art. 1548.) 

2-20-671. 
A.E.R.13. 

Pursuant to a contract to sell real estate, executed in 1917, at which 
time a small cash consideration was paid, delivery of the deed and 
transfer of possession took place in 1918, in which year a substan- 
tia] payment was made and notes secured by mortgage for the unpaid 
balance were given. 

Held that the vendor should report the profit realized from the 
trai^action as ^oss income for 1918, and that the small advance 
payment made in 1917 should be treated as a return of capital, 
since it was less than the cost of the property to the vendor and did 
not, therefore, constitute taxable income for 1917. 



T. D. 2960. 

Jackson v, Siiiiftanka (U, S. District Court, December, 1919). 

A taxpayer who keeps no books of account, and to whom is paid 
upon the termination of services extending over a period of years, 
a lump sum in amount not previously agreed upon, as compensation 
for such services, must return as income in the year in which received 



the entire amonnt so paid him, even when sudi payment is accom- 
panied by a statement proportioning the compoisatiou over the 
years in whidi the services were rendered. 

6-20-726. 
S. 1315. 



Where a sa]e is made and because of claimants for commissions 
the seller is rec^uired by the purchaser to put a certain part of the 

Surchase price in escrow, and thereafter certain claimants are paid 
irectly out of said funds in escrow, the seller is not liable for income 
tax upon any part of the purchase price in escrow until actually 
received by hun. 

8-20-750. 
S. 13S5. 
The award in the year 1918 by a Board of Arbitration of x dollars 
to the M Company on its unli<iuidated claim to a portion of the 
proceeds arising out of transactions which took place in 1917, is in- 
come to the corporation for the year 1918 rather than 1917. 

8-20-751. 
O. 988. 
No realization of gain or loss arises from a mere contract to sell 
real estate in the future. The sale is held to occur at the time a 
deed passes or at the time possession and the burdens and benefits 
of ownership are from a practical standpoint transferred to the 
buyer, whichever occurs first. Payments made prior to the sale are 
to be applied in reduction of cost so far as they do not exceed cost ; 
being treated as income to the extent, if any, to which cost is ex- 
ceeded. 

14-20-«24. 

O. D. 432. 

If the compensation of a Federal official has been withheld for a 

number of years pending settlement of a contested election, and it is 

paid to him after a decision has been rendered in his favor, the entire 

amount should be reported as income of the year in which received. 



(See 15-20-850; sec. 218, art. 334.) Income of stockhtdder for 
calendar year when personal service corporation changes from fiscal 
to calendar year basis of filing returns. 

16-20-858. 

O. D. 460. 

A performed certain services in 1909 under an agreement that he 

was to receive as compensation a percentage of the net income of a 

business enterprise, tiie time of payment, however, to be within .the 
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discretion of the indiTiduals in control of the business enterprise. 
The amount of A'a compensation was determined in 1916 but not 
paid until 1919. Held that as A kept his books on the cash receipts 
and disbursements basis, the entire amount received constitutes in- 
come for the year 1919. 

16^20-874. 
O. D. 461. 

A corporation assigned its principal asset, a mortgage, to trustees 
in trust for its stockholders and then instituted liquidation proceed- 
ings. The mortgage was payable in annual installments with interest, 
and the beneficiaries under the trust were to receive proportionate 
shares of the principal and interest as paid to the trustees. The 
trustees were to receive compensation in a fixed amount plus a per- 
centage of the income received and distributed, and be reimbursed 
for expenses incurred in connection with the trust. 

Held, that the profit of the stockholders from the surrender of their 
stock is not definitely ascertainable, and they need not report any 
amount as income until the total sum received in liquidation excee<& 
either the cost of their stock or its fair market value March 1, 1913, 
if acquired prior to that date. (Also sec. 201, art. 1518.) 

19-20-910. 
O.D.490. 

A taxpayer took out an insurance policy on the tontine plan in 
1902, and in 1917 received the total accumulated dividends. The 
face value of the policy will be paid to him in 1922 if living. 

Held, that the amount received in 1917 was not required to be 
reported as income for that year. The excess of the amount received 
at maturity of the policy plus all dividends received thereon, over the 
total premiums paid prior to March 1, 1913, or the cash surrender 
value of the poUcy as of that date, whichever is greater plus the 
premiums paid on or after March 1, 1913, will represent taxable 
income to be reported for the year in which received for both normal 
and additional tax purposes. 

(See 19-20-917; sec. 214(a) 1, art. 107.) Bonuses for 1916 made 
available to recipients during 1919. 



BEVENUE ACT OF 1818. 23-20-984. 

A. R. M. 56. 

In 1916 A, B, and C, officers and principal stockholders of the M 
Company, sold their interests to the N Company, receiving in lieu 
thereof certain shares of stock in the N Company, and cash repre- 
sented by drafts payable to them in January, 1916, which were 
accepted by the purchaser in 1915. The transfer of the stock and 
the drawing of drafts by the parties mentioned, which were accepted 
by the purchaser, constitute a closed and completed transaction as 
of the date of such transfer and acceptance. 

Of the amount received it is stated that 5x dollars was paid to each 
of tbe three shareholders, the remainder {2se dollars) being divided 
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between the late employeee of the M Company and the sales manager . 
thereof. No mention of t^is allocation was made in the agreement 
of sale, but if it is established that the amount in question was 
devoted to the purpose named and was not in fact received by A, B, 
and C for their own benefit, the simi should be excluded from the 
inctnne returns of these men. 

The fact that an additional assessment of tax due for ldl5 is 
barred by the statute of limitations is held not to preclude a claim 
for abatement of taxes erroneously collected for 1916. (Also sec. 
252, art. 1032.) 

25-20-1012. 
_ A.K.R.124. 

A distribution by a corporation in 1919 under court order of an 
accumulated cash surplus, as a result of suit brought by certain 
stockholders, which was decided in their favor by the lower court in 
191T and afErmed bv the appellate court in 1919, must be returned as 
income of the stoctholders for the year 1919 and not in amended 
returns for 1917. 

29-20-1070. 
A. R. R. 182. 

REVfiNUB ACT OF 1617. 

In accordance with its annual practice, a company on December 
31, 1916, set aside on its books a lump sum representing a part of its 
net profits for 1916 for the purpose of distributing the same to its 
employees as additional compensation for services rendered during 
that year. The actual disbursement of this fund was made on Jan- 
uary 2, 1917. 

Held', that this additional compensation was taxable in the hands 
of the recipient employees at 1917 rates, since the setting aside of the 
amount to be distributed on the company's books on December 31, 
1916, was not a sufficient compliance with the regulations to warrant 
treating it as income constructively received in 1916. 

29-20-1071. 
O. D. 591. 

Certain property owned by an estate was in 1906 listed by a city 
to be condemned for public purposes. The property was not de- 
stroyed until 1917. During that year a verdict was rendered award- 
ing the estate x dollars, with interest at the rate of 6 per cent per 
annum from 1906, the date the property was listed for condemnation. 
Mandamus proceedings were mstituted to enforce the settlement 
of this award, and in 1920 the estate received payment of the face 
value of the claim, together with interest accrued since 1906, and 
costs. 

Held, that the measure of taxable income is the excess of the sum 
of the principal and accrued interest actually received ov6r the fair 
market value of the claim representing such principal and interest 
accrued as at March 1, 1913. Such excess as regards the principal 
of the claim is taxable as of the year 1920, in which it was received, 
The amount of the interest received is exempt from income tax as 
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iflteregt on the obligation of a political subdivision of a State -within 
the meaning of section 213(b) 4 of the Bevenue Act of 1918. 

The coat of mandamus proceedings was a replacement of the 
amount expended by the estate in the collection of a debt and should 
not be included in gross income of the estate. Nor should it be taken 
Bs a deduction in computing net income for the year in which ex- 
pen^d. (Also sec. 213(b), arts. 74 and 87.) 



(See 34-20-1159: sec. 331, art. 941.) Proceeds of judgment as in- 
lome for year in which received. 



Section 213(a), Article 54: Examples of con- 20-19-606. 

structive receipt. 0. 912. 

The donation by assignment of partnership profits to be earned 
in the future does not exempt such profits, when determined, from 
taxation as a part of the individual income of the donor. (Also 
sec.218, art. 322.) 

15-20-842. 
O.D.446. 

A taxpayer is deemed to have received items of gross income which 
have been credited to or set apart for him without restriction. There- 
fore, an amount credited to shareholders of a building and loan 
association, when such credit passes without restriction to the share- 
holder, has a taxable status as income for the year of the credit and 
should be so reported by the shareholder. 

In cases, however, where the amount paid in by the shareholder 
and the accumulative profits do not become available to the share- 
bolder imtil the maturity of a share, the proceeds of any share sub- 
scribed for on or after March 1, 1913, in excess of the aggregate 
' amount paid in by the shareholder, is income for the year of the 
maturity of the share. 

If the subscription was made prior to March 1, 1918, and under the 
rules of the association the share subscribed for had a cash surrender 
value on March 1, 1913, and any year thereafter in excess of the 
amount paid in by the shareholder, the determination of any profit 
realized at the time of cash surrender or for the year of the maturity 
of the share will be based on the proceeds in excess of the cash sur- 
render value as of March 1, 1913, plus the aggregate amount paid in 
subsequent thereto. 

SECTION 213(b).— GROSS INCOME DEFINED: 
EXCLUSIONS. 

SEonoN 213(b), Article 71: What excluded 1-19-48. 

from gross income. O. D. 86. 

Money received by naval attaches to be expended by them for 

' entertaining and exceptional purposes caused by reason of their 

duties is not subject to tax and nmi not be included in any JnfiPflM 



tax return such officers mov be required to render, if expended solely 
in connection with their official duties and no part of same is diverted 
for personal use or expenses. 

3-19-180. 
O. D. 119. 

A clergyman is not liable for any income tax on the amount 
received By him during the year from the parish of which he is in 
charge, provided that he turns over to the religious order of which 
he is a member all the money received in excess of his actual living 
expenses, on account of the vow of poverty which he has taken. 

Members of religious orders are subject to tax upon taxable in- 
come, if any, received bv them individually, but are not subject to 
tax on income received by them merely as agents of the orders of 
which they are members. 

12-20-793. 
0. 1014. 
Premiums paid by an employer on policies of group life insurance 
covering the lives of employees, under which muincial benefit can 
accrue only to beneficiaries designated by the employees, do not 
constitute taxable income to the employees whose lives are insured. 
(Also sec 213(a), art 33; sec. 215, art. 294.) 

21-20-960. 

O. D. S14. 
" Supper money " paid by an employer to an employee, who volun- 
tarily performs extra labor for his employer after regular business 
hours, such payment not being considered additional conipensatioD 
and not being charged to the salary account, is considered as being 
paid for the convenience of the employer and for that reason does not 
represent taxable income to the employee. 

31-20-1100. 
Sol. Op. 14. 

INCOME TAX: SECTION £1S(b), REVENUE ACT OF 1618. 

Eseclugion of oMldren't income from father'*. 
Where a father has made a bona fide and absolute gift of property 
to his minor child, the income therefrom need not be included in the 
father's return of gross income for the purpose of normal tax and 
surtax, even though the father administers the property and collects 
the income for the child. In such a transaction there is no presump- 
tion that the gift is or is not bona fide, but the burden ^ould be 
upon the father in each case to show that it is an absolute gift to the 
child. (State of Maine.) 

Section 213(b), Abticle 72: Proceeds of insur- 6-19-270. 

ance. T. B. R. 22. 

The term "individual beneficiary," as used in section 213(b) 1, 
"Hevenue Act of 1918, is held to include a partnership b«iefidary. 



Accottiifigly a partnerahip is not required to include in gross income 
the proceeds of life insurance policies paid to it upon the death of the 
insured. (Also sec. 218, art 321.) 

10-20-778. 
O. 995. 
Where under a life insurance policy there is payable to a first 
beneficiary named 6 per cent per annum of the face value of the 
policy during life, and, upon the death of the first beneficiary, the 
face value of the poliCT is payable to a second beneficiary, the pay- 
ments to the first beneficiary are a part of the proceeds of the policy 
within the meaning of section 218(b) 1 of the Kevenue Act of 1918, 
and are not to be included in gross income for the purpose of the 
income tax. 

" 14-20-825. 

O.D.433. 
Amounts received by an individual beneficiary or by the estate of 
the insured under the terms of an ordinary life, continuous install- 
ment bond contract issued by a life insurance company are exempt 
from tax under the provisions of section 213(b) 1, Revenue Act of 
1918. This applies not only to the installment payments received 
but also to any dividends received under tbe terms of the bond. 

(See 24r-20-9g7; sec. 21S(a), art. 31.) Taxability of damages re- 
ceived for alienation of a wife's affections. 

31-20-1101. 
O. D. 612. 

A and B, beneficiaries under life insurance policies covering the 
lives of their respective husbands, accepted the option of allowing 
the proceeds thereof to remain with the insurance company to 
draw interest at the rate of 8 per cent per annum, plus the amount 
of any excess interest dividends ; the principal sum to be paid upon 
the death of the beneficiary to the beneficiary's legal representatives. 
In one case the option accepted was provided for in the policy, and 
in the other it was offered by the company independently of the 
policy. 

Held, that as the beneficiary in either case had the option of re- 
ceiving the proceeds of the insurance or of leaving the money with 
the company to draw interest, she in effect has loaned the money 
to the company, and the interest so received thereon is taxable in- 
come for the year of its receipt. 

In the policies covering the life of C's husband, provision was 
made that C should receive only an annual payment representing 
3 per cent of the principal of the policy, together with any excess 
interest dividends apportioned to the policy. C may not receive 
any part of the principal, but at her death the entire sum is to be 
paid to certain named beneficiaries of the insured. 

Held, that the annual payment received by C represents a part 
of the proceeds of an insurance policy, and is therefore exempt 
from income tax in her hands. 'Also sec 213(a), art. 47.) mx^Ic 



SscmoN 213(b), Axncnx 78: Gifts and be- 7-19-290. 

quests. S. 1022. 

The following rules should be followed by the Bureau of Internal 
Revenue in distinguishing a case of an actual gift and a case of a 
merely colorable gift: 

(a) Where It appears Uiflt the owner of property has purported to transfer It 
without consideration to a member of his own famllj', or to any other person 
with whom he Is In confidential relations, and that shortly thereafter a profit- 
able sale of the security or property so transferred has occurred; such facts con- 
stitute prima Eaele evidence that the purported gift was not an actual gift and 
that the transfer was. In tact, merely colorable. In such case the so-called ^ft 
should be Ignored in calculating tax, and the case should be Investigated for 
evidence on which a charge of fraud could be supported In a contest, 

(b) The prlnm fade ease made out by the facts mentioned Id the preceding 
paragraph may be rebutted by proof which establishes that It was not a trane- 
actlon primarily for the advantage of the donor, and that there was no agree- 
ment or understanding, tacit or otherwise, that the donor was to receive back 
the proceeds or at any time control their dWosltlon, Mere statements by the 
parties to the effect that the gift was genuine are regarded as of little weight ; 
the best proof that a gift was a real gift would consist of facts showing that the 
position or relationship of the parties Is such as to show a reasonable occasion 
for such a gift being made, and such as to explain the sale by the donee. In- 
quiry should be made as to the disposition of the proceeds. 

(c) Wliere a taxpayer purports to make a gift to a member of his family or 
to a person in a confidential relation to himself, but no sale occurs, the ques- 
tion whether such gift was real or merely colorable Is one to be decided on all 
of the facts. The mere fact that such conveyance Is made may not lawfully 
be regarded as proof of fraud ; but If the effect of the gift is to diminish tax 
liability, aud It appears, either at the time of the gift or at any time thereafter, ■ 
that the donor is deriving advantage from the property which he purported to 
give away, such facts constitute prima facie evidence that the gift was only 
colorable and the transaction should be treated as a nullity unless other facts 
are developed which show that It was a true gift. If such a gift la colorable 
only and made for the purpose of escaping tax, the donor Is guilty of fraud 
and subject to penalty and punishment therefor. 

22-19-533. 
O. D. 286. 
A bonus paid by a State to its residents who served in the mili- 
tary or naval forces during the war with Germany does not consti- 
tute taxable income to the recipient. 



(See 4r-20-700; sec. 213(a), art 32.) Taxability of payments made 
to executor in addition to commissions as such. 

24-20-999. 

O. D. 548. 
A, in 1893, purchased land for a summer residence and deeded the 
entire tract to his wife. Shortly thereafter a part of the land was 
sold to B for the erection of a hotel. B defaulted and A bought the 
property in at a foreclosure sale (presumably before- March 1, 1913), 
placing the title again in his wife's name. The income from the 
property was included in the wife's returns for 1913 to 1917, inclusive. 
During 1917 the property was transferred to A, but the deed was 
never recorded, and there are circumstances which indicate that the 



paitiee did not consider it as a valid and binding tranefer. For 
1918 the income from the property was reported by A. In 1919 the 
property was sold, A's wife giving the deed. 

Held, that A's wife was at all times during the period from March 
1, 1913, to the date of sale, the owner of the property, and that she 
should have reported the income for every year during such period. 
Held also, that any loss sustained upon the sale in 1919 is to be 
claimed in her return; not in the return of A. (Also sec. 214(a) 
4, 5, 6, art. 141.) 

Si8-20-1061 
L. 0. 1040 

IMCOM£ tax: SBCnON 218, REVBITDB ACT OF 1918. GIFIQ. 

The terms " pension " and " gift " are not mutually exclusive. A 
payment may be both a pension and a gift. 

When a pension is given by one for whom services are performed 
in consideration of such services, even though it be granted after the 
services have been rendered, the pension is not a gift but in the nature 
of additional compensation. 

When, however, so-called pensions are awarded by one to whom 
no se^ces have been rendered, such payments become mere gifts or 
gratuities and do not constitute taxable income. Payments by the 
Carnegie Foundation for the Advancement of Teaching, made to 
teachers and the widows of teachers, fall into the latter class. Law 
Opinion 560 is modified to conform hereto. (Also sec. 313(a), art 
32.) (Kuling 2-20-670, O. D. 361, overruled.) 



(See 28-20-1058; sec. 219, art. 344.) Return of income of decedent 
who had previously given away all of his property. 



(See 33-20-1126; sec. 202, art 1562.) Taxability of appreciation 
in value of devise subject to life estate. 



Section 213(b), Abticlb 74: Interest upon 1-19-42. 

State obligations. O. D. 30. 

Interest received on certificates of indebtedness known as fire 
relief certificates, issned in the State of Minnesota, is considered in- 
terest upon the obligations of a State, and, therefore, not taxable. 

' 28-19-611. 

O. D. 327. 
Certificates of sale issued by a county or other political sub- 
division of a State in connection with the sale of property for non- 
payment of taxes do not fall within that class of obligations of a 
State, county, or municipality, the income from which is exempt 
from Federal income tax. 
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15-20-843. 
O. D. 447. 

Bonds were issued by a municipality of Wisconsin, in accordance 
with the general city charter law of that State, to cover deferred 
installments of assessments against real estate for the cost of c^tain 
public improvements. Each bond was a lien upon all the property 
benefited to the extent of unpaid assessments and interest thereon. 
The bonds contained recitals that they were chargeable only to the 
particular property described therein, and that fliey should in no 
event constitute a general city liability. 

Notwithstanding the bonds were not a general liability of the city, 
they were issued by the city for public purposes' and are obligations 
of a political subdivision of a State within the meaning of section 
213(b) 4 of the Revenue Act of IdlS, and the iiiterest upon such 
bonds is accordingly exempt from tax. 

1&-20-911. 
O.D.491. 
" Park fund certificates " issued by a municipal government to 
raise funds for payment of property acquired by condemnation pro- 
ceedings for park purposes, and whicli are payable from assessments 
upon the districts considered to be specially benefited thereby, are 
obligations of a political subdivision of a State, and the interest 
thereon is not subject to income tax. 

24-20-1000. 
O. D.544. 
Interest on bonds of a State irrigation district is exempt from in- 
come tax. 

(See 29-20-1071; sec. 213Ca), art. 52.) Taxability of principal 
of and accrued interest on a claim against a municipality arisinj^- 
prior to March 1, 1913, and settled subsequent thereto. 



Section 213(b), Article 77: Interest upon 1-19-46. 

United States obligations. O. D. 34, 

Interest on certificates of indebtedness issued by the Philippine 

Government is exempt from taxation imder the Revenue Act of 1918. 



(See 1-19-116; sec. 325, art 815.) Taxability of interest upon 
bonds of the War Finance Corporation, 

3-19-181. 

O. D. 120. 

An owner of nontax-free Liberty bonds who has made an absolute 

gift of the coupons attached to the bonds covering interest due for 

a number of years will be required to include in his income tax 



return the interest which accrues each year on the b<mds, and to pay 
any tax that may be due thereon. If the sift of the coupons is to 
an institution under section 214(a) 11, a de<mctionof such gift would 
be allowed in the annual income tax return. (Also sec 214(a) 11, 
art. 251.) 

(See 8-19-331 ; sec. 238, art 541.) Taxability of interest received 
by banks on loans made to customers on account of Liberty bonds 
purchased for them. 

10-19-356. 

O.D.206. 

Certificates of indebtedness issued by the Director General of 

Railroads are held to be obligations of the United States but not such 

obligations as are exempt from income, war profits, and excess profits 

taxes. 

11-19-374 
O. D. 212. 
Interest upon bonds issued by the War Finance Corporation, prin- 
cipal of which does not exceed $5,000 in aggregate, is exempt from 
taxation under section 16, Act approved April 5, 1918. This exemp- 
tion is in addition to $5j000 exemption allowed under section 7, Act 
approved April 24, 1917, which amount includes Liberty bonds of 
any issue (excluding first) , war savings certificates, and certificates 
of indebtedness. 

3-20-584. 
O. D. 368. 
The principal of bonds issued by the people of Porto Eico is ex- 
empt from taxation by the United States under the Act of Congress 
approved March 2, 1917. The interest derived from such bonds is 



exempt from income, war profits, and excess profits taxes under the 
provisions of section 213(b) 4, Revenue Act of 1916. 

18-20-807. 

O. D. 420. 
Bonds issued by the military government of Santo Domingo in 
behalf of and payable from the revenues of the Dominican Republic 
while that country was under temporary military occupation by the 
United States are not obligations of the United States or of a posses- 
sion of the United States within the meaning of section 213(b) 4 
of the Revenue Act of 1918, and the interest thereon is not exempt 
from normal and additional taxes imposed by that Act. 

34-20-1145. 

O. D. 637. 

Bonds issued by a municipalitv or a school board of Porto Rico, 

under the authority of an act or the legislative assembly of Porto 

Rico, approved February 19, 1913, which provides for the approval 

by the Executive Council of Porto Rico, as a prerequisite to the 
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e of such obligatione and which pledges the good faith of the 
people of Porto Rico as secnrity lor their payment, are held to be 
obligations of a possession of uie United State^ the i^ereat -apon 
which is exempt from income tax. 



Section 218(b), Articlb 7&: Liberty bond ex- 11-19-378. 

emption from surtax and war profits and ex- O. D. 211. 

cess profits tax in 1918. 

If a partnership was an "original subscriber " to Liberty bonds of 
the fourth series and was reorganized as a corporation prior to July 
1, 1919, and elects to be taxed as a corporation from January 1, 1918, 
in accordance with section 830, Revenue Act of 1918, the corporation 
win be considered an " original Subscriber " to Liberty bontfc of the 
fourth series within the meaning of artide 79 of Regulations 45. 
(Also sec. 330, art. 933.) 

11-19-875. 

O. D. 213. 
The words " the date of the tax return '* as used in the supplement 
to the second Liberty loan Act are held to mean the date on which 
the return is filed with the ooUector, Consequently a taxpayer hold- 
ing the prescribed amount of fourth Liberty loan bonds on Decem- 
ber 31, 1918, but who disposes of them on January 1, 1919, before his 
return has been filed, is not allowed the exemption referred to in the 
supplement to the sec<H)d Idbert^ loan Act. 

19-20-912. 
O. D. 492. 

It is deemed inadvisable to use Form 1125, which is directly 
applicable only to the year 1919 and subsequent years, in computing 
taxable interest from Liberty bonds for the year 1918. 

There are exemptions covered by this form which were not ap- 
plicable to interest received during 1918, and the form does not 
provide for computing taxable interest subject to rates for different 
years, which is necessary for 1918 in the case of interest derived 
through a partnership with a fiscal year different from the taxpayer's 
taxable year. 



Section 213(b), Articlb 80: Liberty bond 1-19-40. 

exemption after December 31, 1918. O. D. 28. 

The computation of exempt interest from Liberty loan bonds will 
be baaed upon the full amount of bonds subscribed for and still 
owned, and interest upon obligations incurred to purchase or carry 
Liberty bonds issued after September 24, 1917, may be deducted from 
gross income. (Also sec. 214(a) 2, art, 121.) 

In computing the amount of admissible assets for the purpose of 
determining the average percentage of inadmissible assets, the total 
cost of bonds subscribed for, whether fully paid or not, may be in- 
cluded inadmissible assets. (Also sec. 325, art. 818.) 
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O. D. 81. 
In oases 'where there have been a great many changes in the amount 
of Liberty bonds of the various dasees, or other securities of the 
United States, held by a bank during the year, it will be permissible 
to determine the amount of intertSt derived from each class, in 
excess of the maximum exemption applicable from the books or other 
records of the bank. The correct amount of intwest subject to tax, 
received or accrued, must be shown and a Btatement attached to the 
return showing how the interest was determined. 

2-19-148. 
T. D. 2836. 
Tax exetnptwna of L&erty bonds <md Victory noies.—Liberty 
bonds and victory notes issued under authority of the Acts of Con- 
gress approved April 24, 1917, September 24, 1917, April 4, 1918, 
July 9, 1918, September 24, 1918, and March 3, 1919, are entitled, 
respectively, to the exemptions from taxation set forth in said Acts, 
from which the statements on this page are summarized, and to which 
they are subject. 

I. Four per cent and 4^ per cent bonds are exempt from all Fed- 
eral, State, and local taxation, exc^t (a) estate or inheritance taxes, 
and (ft) Federal income surtaxes and profits taxes, as follows: 
(1) First Liberty loan converted 4 per cent bonds of 1932-1947 (first 
4s) ; (2) First Liberty loan converted 41 per cent bonds of 1932-1947 
(first 4is, issue of May 9, 1918) ; (3) Firet Liberty loan second con- 
verted 4i per cent bonds of 1932-1947 (first 41s, issue of October 24, 
1918) ; (4) Second Liberty loan 4 per cent bonds of 1927-1942 (second 
4s) ; (5) Second Liberty loan converted 4| per cent bonds of 1927- 
1942 (second 41s) ; (6) Third Liberty loan 41 per cent bonds of 1928 
(third 41s) : (7) Fourth Liberty loan 41 per cent bonds of 1938-1938 
(fourth 418) ; and (8) Victory Liberty loan 4| per cent convertible 
gold notes of 1922-1923 (4J per cent Victory notes) are exempt, both 
as to principal and interest, from aU taxation now or hereafter im- 
posed by the United States, any State, -or any of the possessions of 
the United States, or by any local taxing authority, except (a) estate 
or inheritance faxes, and {b) graduated additional income taxes, 
commonly known as surtaxes, and excess profits and war profits taxes, 
now or hereafter imposed by the United States, upon the income or 
profits of individuals, partnersliips, associations, or corporations. 

II. Four per cent and 41 per cent bonds are entitled to limited 
exemptions from Federal income surtaxes and profits taxes, as fol- 
lows : 4 per cent and 41 per cent Liberty bonds (bat not 4| per cent 
Victory notesj are entitled to certain limited eifemptions from 
graduated additional income taxes, commonly known as surtaxes, and 
excess profits and war profits taxes, now or hereafter imposed by 
the United States, upon the income or profits of individuals, partner- 
ships, associations, or corporations, m respect to the interest on 
principal amounts thereof, as follows: 

$5,000 In tlie aggregate of Bret 49, first 4is (Issues of May 9 and October 24, 
1918), second 4s and 41s, third 4^8, fourth 41s, Treantry Certificates, 
and Wor SaviDgs Certificates. 
of first 41s (Issue of Octolier 24, 1918, only), until the expiration of two 
years a^ter the termination of the war. _, , 
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$30,000 of fourth 4iB, mtll the expiration of two years after the termination 
of the war. 

(30,000 in the aggregate of first 48, first 4J3 (issues of Mar 9 and October 24, 
1918), second 4s and 4}s, third 4^8, and fourth 418, as to the Interest 
received on and after January 1, 1919, nntll the exviration of five 
yenrs after the termination of Che war, 

145.000 In the aggre^te of first 4s, 41s (issue of May 9, 1018, only), second 
4b and 41s, and third 4is, as to the interest received after Jannary 
1, 1916, until the expiration of two years after tiie termination of 
the war; this exemption conditional on original subscription to, and 
continued holding at the date of the tax return of, two-Ehlrda as 
many bonds of the Fourth Liberty loan. 

$20,000 In the aggresate of first 4a, first 4ia (Issues of May 9 and Octol>er 24, 
1918), second 4b and 41b, third 41b, and fourth 41s, as to the Interest 
received on and after January 1, 1919 ; this exemption conditional 
upon original subscription to, and contljined holding at the date of 
the tax return of, one-third as many notes of the Victory Liberty 
loan, and extending through the life of such notes of the Victory 
Liberty loan. 

$160,000 total possible exemptions from Federal income surtaxes and profits 
taxefi, subject to conditions above summarized. 

in. Three and one-half per cent bonds and 3| per cent notes are 
exempt from all Federal, State, and local taxation, except estate or 
inheritance taxes, as follows: (1) First Liberty loan 3^ per cent 
bonds of 1932-1947 and (2) Victory Liberty loan 3J per cent con- 
vertible gold notes of 1923-1923 are exempt, both as to principal and 
interest, from all taxation (except estate or inheritance taxes) now 
or hereafter imposed by the United States, any State, or any of the 
pcesessions of the United States, or by any local taxing authority. 

2-19-171. 

T. B. K. 7. 

Each of several affiliated corporations included in a consolidated 

return under section 240 of the Revenue Act of 1918 is entitled to the 

same full benefits under the exemption provisions of the several 

Liberty bond acta to which it would be entitled if not affiliated. 

6-19-271. 

T. B. R. 28. 

A bank which takes over Liberty bonds after default by individual 

subscribers can not be considered an original subscriber to such bonds. 

6-19-272. 
T. D. 2865. 

All interest accrued on 4| per cent Victory notes at the date of any 
conversion by the taxpayer into 3| per cent Victory notes will, for 
the purposes of computing net income, be deemed to be interest upon 
4J per cent Victory notes and will be uititled only to the exemptions 
from taxation to which interest on 4| per cent Victory notes is en- 
titled. Any and all amounts received by any taxpayer firom the 
United States by way of adjustment of accrued interest upon con- 
version of 4^ per cent Victory notes into 3| per cent Victory notes 
will be deemed to be interest upon 4f per cent Victory notes. 

All interest accrued on 3J per cent Victory notes at the date of 
any conversion by the taxpayer into 4| per cent Victory notes will, 
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for the purposes of eomputing net income, be deemed to be interest 
upon 3f per cent Victory notes and will be entitled to the exemptions 
from taxation to which interest on 3| per cent Victory notes is 
entitled. 

12-19-401. 
O. D. 227. 
Where a taxpayer has held at any time or times, within the tax- 
able year, Liberty loan bonds (any issues except the first uncon- 
Terted), United States certificates of indebtedness, or war savings 
stamps, the total interest received being equal to or in excess of the 
interest for one year on an aggregate principal of $5,000, credit may 
be taken to an amount not exceeding such amount of interest for one 
year on the aggregate principal of $5,000. 

8-20-762. 
O. D. 405. 
An individual who inherits fourth Liberty loan b<»ids or Victory 
loan notes which were originally subscribed for by the decedent is 
not entitled to the collateral exemption of interest on bonds of pre- 
vious issues to which the decedent as the original subscriber would 
have been entitled. 

19-20-913. 
O. D.i93. 
The amount of interest upon Liberty bonds of any particular loan 
exempt from surtax and war profits and excess profits tax is in no 
case based on the amount of bonds of that loan subscribed for and 
still held at the time of filing the return. However, the conditional 
exemption of interest upon Liberty bonds of other loans by reason 
of original subscription and continued holding of Liberty bonds of 
the fourth loan, or Victory notes, is based upon the amount of 
Liberty bonds or the fourth loan and. Victory notes originally sub- 
scribed for and still held by the taxpayer at the time of filing his 
return. (Ruling 1-19-40, O. D. 28, sec. 213(b), art. 80, p. 89 Cumu- 
lative Bulletin, December, 1919, modified.) 

20-20-932. 
O. D.502. 

If a partnership was an original subscriber to Liberty bonds of the 
fourth Liberty loan and was reorganized as a corporation prior to 
July 1, 1919, and elects to be taxed as a corporation from January 
1, 1918, in accordance with section 330 of the Revenue Act of 1918, 
the corporation will be considered as the "original subscriber" to 
the bonds. An individual member of the partnership purchasing 
from the corporation bonds of the fourth Liberty loan originally 
subscribed for by the partnership and taken over by the corporation 
would not be considered the original subscriber thereof. 

Treasury Decision 2857 provides that for the purpose of the condi- 
tional exemption of $20,000 Victory notes of either series issued upon 
conversion of Victory notes of the other series which were originally 
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Babscribed for by any taxpayer wiU be deemed to have been OTiginally 
Bubscribed for oy such taxpayer. 

28-20-1052. 
O. D. 577. 
When two corporations consolidate, forming a new corporation, the 
former corporations ceasing to exist, the new corporation can not be 
considered the original subscriber to bonds of the fourth Liberty 
loan ori^nally subscribed for by the two corporations and taken 
over by it 

Section 218(b), AsnciB 81: Liberty bond ex- 
emption in the case of trusts. . 

{See 16-20-^861; sec 218(c), art. 98.) United States Liberty 
bonds or Victory notes held in trust for nonresident alien life bene- 
ficiary, 

Sbction 213(b), Article 82: Liberty bond ex- 2-20-672. 

emption in the case of partnerships and per- O. D. S62. 

sonal service corporations. 

Where Liberty bonds are subscribed for and continuously held ,by 
a partnership and one of the partners purchases the bonds directly 
from the partnership, the purchaser is entitled to the exemption 
which is conditioned upon original subscription to and conUnuous 
hotdine of the bonds. The basis of the exemption will be an amoui^ 
of the bonds not in excess of (1) his original shure of the bonds held 
by the partnership, or (2) his share of such bonds not sold by the 
partnership pins the amount bought by him from the partnership; 
whichever amount is smaller. However, if the bonds are purchased 
from another partner or they are sold by the partnership and repur- 
chased by him in the open market, he can not claim such exemption 
in respect to any amount of the bonds so acquired. 



Section 218(b), Abtici^ 83: Income of foreign 5-19-248, 

governments. O. D, 153. 

The provision which exempts from income tax certain income 
of foreign ambassadors, ministers, and their subordinates who were 
nonresident aliens at the time of appointment does not extend to 
income received by their wives from sources within the United States. 

8-19-315. 

O.D.182. 
Delegates to the United States representing a foreign country 
in connection with an agreement with the United States Food Ad- 
ministration, whereby flour is furnished to that country, and raw ma- 
terials are brought to this country and sold, would not be subject to 
tax with respect to any pi-ofits derived from the sale of sudi products. 
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9-19-339. 
O.iD.196. 

Residents of the United States, as well as citizens thereof, are 
subject to tax with respect to any income received which represents 
compensation for services rendered to a foreign legation. 

A subject of a foreign country, who at the time of his appointment 
to a legation in the United States is a resident of the United States, 
would be subject to tax on the same basis as a citizen of the United 
States. 

29-19-624. 
O.D.336. 
Only foreign ministers, ambassadors, and other diplomatic repre- 
sentatives in charge who are accredited to the United States to repre- 
sent their soveai^ign or country and who reside here, and the members 
of their staff are entitled to exemption from tax on income from in- 
vestments in bonds and stocks and from interest on bank balances. 
Foreign consuls resident in the United States are not ^ititled to the 
exemption. 

15-20-844. 

O.D.448." 

Interest ciredited by a domestic bank to the account of a foreign 

bank, part of whose stock is owned by a foreign Government, is not 

exempt from income tax under section 218 (b) 5 of the Revenue Act 

of 1918. 

18-20-895. 
O.D.483. 
Income from sources within the United States received by a for- 
eign ruler in his individual capacity is subject to income tax. In- 
come received by him from property belonging to the Crown is n<rt. 

21-20-951. 
O. D. 515. 
A foreign Government is not subject to tax on income derived from 
the operation of vessels owned b^ such Government through its 
agents in the United States. Neither is the forei^ Government 
liable to tax upon the income arising from the operation for its bene- 
fit of vessels cnartered by it, 

33-20-1129. 
O. D. 628. 
The Commonwealth Bank of Australia was established by an act of 
the legislature of Australia, which provided that the appointment 
of the governor of the bank and the control of its affairs should be 
vested in officials of the Government ; that the capital necessary for 
its operations should be supplied solely by the sale of interest-bearing 
obligations, not entitling the purchaser thereof to any interest in 
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the bank or to any share in its profits, the issnance and sale of which 
are to be controlled by the Governor General of the Commonwealth ; 
that the securities so issued are guaranteed by the Commonwealth; 
that the Commonwealth is exclusively entitled to any profits of the 
bank and is the guarantor of its debts. 

Held, in view of the above, that the Commonwealth Bank of Aus- 
tralia is a Governmental agency of the Commonwealth of Australia, 
and exempt from income tax under section 213(b) 5 of the Revenue 
Act of 1918. Interest credited to the account of the bank by a 
domestic corporation is not subject to the withholding provisions of 
section 237 of that Act. (Also sec. 237, art. 601.) 



Section 213(b), Article 84: Income of States. 14^19-433. 

0. 895. 
Where property is willed to a municipalitj in trust that the in- 
come of the property shall be used for a public charity the income is 
not liable to Federal income tax and the trustees of tte fund are' not 
required to file annual tax returns, (Also sec 219, art. 341.) 

. 14-19-434. 

' O. D. 250. 

Certain townships and a county constructed the X railroad and 
subsequently^ leased it to the Y railroad for a number of years for an 
annual consideration. The rental, after the payment of actual ex- 
penses, being divided between the respective townships and county 
on the basds of ownership, is income derived from a. public utility 
and as such is not taxable under section 213(b) of the Revenue Act 
of 1918, The X railroad, however, must file a return of income. 

28-19-612. 
O. D. 328. 

A corporation is organized to furnish water, light, power, and heat 
to a town. The town owns practically all the common stock, upon 
which no dividends are to be paid. The preferred stock is to be 
redeemed as soon as possible out of earnings, after which the plant 
becomes the property of the town. Income derived by the corporation 
from the operation of such plant is exempt from tax in accordance 
with section 213(b) 7, Revenue Act of 1918, since the imposition of 
the tax would delay the redemption of the preferred stock, thereby 
imposing " a loss or burden " on the town. 

However, the corporation must file returns of annual net income. 

Dividends received by holders of the preferred stock of the cor- 
poration are not an allowable credit against net income for the 
purpose of the normal tax. (Also sec 216, art. 301.) 

18-20-896. 
S. 1374. 



Where the executors under a will hold property specifically be- 
queathed to a governmental agency of a State, and otjier assets of 
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the decedent's estate are sufficient to pay all debts, income received 
by the executors during the period of administration from such 
property is not taxable in the liands of the executors under section 
2(b) of the Act of 1916. (Also sec. 219, art. 341.) 

Section 213(b), Article 85; Compensation of 1-19-45. 

State officers. O. D. 33. 

Compensation paid to a county surveyor from county funds, even 
though on a per diem basis, is free from tax. 

3-19-179. 

T. D. 2843. 

Salaries of State officials and salaries and wages of employees of a 

State are not liable to income tax imposed by the Kevenue Act of 

19] 

4-19-214. 
0. 826. 
Salaries ^aid to teachers are exempt from income tax only where 
the educational institution is maintained wholly by the State, and 
(he relation of employer and employee exists between the State and 
the teacher. They are not exempt merely because engaged in educa- 
tional work, nor because they are pensioned by the State. 



(See 9-19-338 ; sec. 213(a), art. 81.) Taxability of fees received 
by a witness summoned by a State attorney. 

16-19-459. 
0.0.256. 

An individual who exercises a public function under an appoint- 
ment issued by a court officer for a particular transaction or pur- 
pose for a limited time, and in the exercise of such function is not 
invested with the character of either an officer or employee of the 
State or political subdivision thereof, is not considered to be such a 
State official or employee whose compensation is exempt from Federal 
income tax under the provisions of article 85 of Hegulations 45 and 
Treasury Decision 2843. 

The designations " State officers " and " employees of a State " 
refer only to those persons who are in the regular and continual 
service of the State or a political subdivision thereof within the 
ordinary acceptance of these terms. Accordingly, administrators 
and executors, whether or not they are considered to be officers of the 
court in the performance of their duties, are not exempt from Federal 
income tax on the compensation received for their services. 

16-19-460. 

O.D.25T. 

The members of the Virginia debt commission, created by Act of 

the legislature of the State for the purpose of dischai^ng~a govern- 



moital function, are oonddered to be State otScets and compensation 
received by them for services rendered in their official capacity is 
exempt from Federal income tax. 

~ 19-19-497, 

O.D.274. 
Compensation paid by a State or poHticat subdivision to its officers 
and employees is not subject to the' income tax imposed by the Reve- 
nue Act of 1918, even though the recipient is a nonresident alien. 

25_19_582. 

O.D.309. 

A chief engineer appointed by a sewerage commission created bjy 

the common council of a city under auttlority of a State statute is 

considered to be an employee of a political subdivision of a Stat© and 

the compensation paid him is not taxable. 

3-20-685. 
O. D. 369. 
The compensation paid trustees of a corporation, who have filed an 
application for winding up the affairs of said corporation in accord- 
ance with the laws of the State of Connecticut, is not exempt from 
income tax, as the trustees are not receivers in fact and do not appear 
to exercise a public function under an appointment of the court, nor 
are they invested with the character of an officer or employee of the 
State,, although the compensation is fixed by the court. 



(See 4-20-702; sec. 214<a) 1, art. 101.) Salary paid by a city to 
H member of a partnership and by him turned over to the partner- 
ship in accordance with his contract. 

14-20-826. 
O. D. 434. 
Pensions received from a State or a political subdivision thereof 
by its retired employees are exempt from tax. 

Persons serving on the jury of a State, county, or municipal court 
are held to be employees of a State or a political subdivision thereof, 
and fees and compensation received by them are accordingly exempt 
from tax. 

15-20-845. 
O. D. 449. 
Compensation received by individuals holding the portions of 
" State agent of normal schools for whites," " State agent of normal 
schools for negroes," and " high school inspector," which positions 
were created by the superintendent of public instruction ot a State 
without statutory authority, is not exempt from tax as compensation 
received from a State or a political subdivision thereof, when such 
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compensation is paid from an endowment fund no part of which is 
under State controL 

18-20-897. 
O.D.484. 
Where clerks of State courts employ clerical assistants in connec- 
tion with the administration of the Federal naturalization laws and 
pay the salaries of such assistants out of fees collected by them, 
which fees are made available for that purpose by congressional ap- 
propriation, the compensation received by the assistants is income 
sabject to tax under the provisions of the Federal income tax laws. 
Clerical assistants so employed are not State employees l^ virtue 
of such employment. 

19-20-914. 
O.D.494. 
The compensation received by an attorney for the New York State 
Comptroller for his services in representing that officer in the collec- 
tion of the State inheritance tax is not subject to Federal income tax 
under the provisions of article 85 of Regulations 48. 



O. D. 503. 

A receiver was appointed by a State court for the assets of a cor- 
poration, a part of which were located in the State appointing the 
receiver and the remainder in another State. The Federal district 
court for the latter State appointed the same person as receiver for 
the assets located in that State. The fees arising from the receiver- 
ship are allowed in a lump sum, such compensation being fixed by 
the State court and approved by the Federal court. 

Held, that the exemption from taxation as compwisation of a State 
employee applies only to that portion of the fee which is attributable 
to the aj>pointment by the State court; the portion attributable to 
the appointment by the Federal court should oe reported as taxable 
income by the recipient. The court fixing the compensation should 
be requested to allocate the portions reasonably attributable to the 
State and Federal appointments. 



O. D. 525. 

A referee in draina^ge is appointed by the district judge of the 
State judicial district in which the drainage project is located. The 
judge is vested with authontv to provide for the payment of the 
referee's salary, to regulate his duties, and to discharge him at 
pleasure. 

Held, that the referee is an employee of a political subdivision of 
the State, and that his salary as such is not subject to tax under the 
Revenue Act of 1918. 

34-20-1001. 

O. D. 546. 

A partnership of civil engineers has a contract with an irrigation 

district of a State for a period of two years as consulting and super- 
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vising engineers on any question it may be called on to consider in 
connection with development work of the district. At the same time 
it accepts business from the public generally. 

Compensation received by the firm from this source is not exempt 
from taxation as compensation paid its employees by a political 
subdivision of a State. 

25-20-1013. 
O. D. 553. 

In constructing a causeway, the salaries received by the individuals 
employed thereon are paid from the funds of three railway com- 
panies and a county, wmch is part owner of the project. The county 
pays its pro rata share of the salaries to one of the railway companies, 
which by its check pays the gross amount of the salaries. 

Held, that as the employees constructing the causeway are not 
employed by and are not under the direction or control of the State 
or any pobtical subdivision thereof, they do not come within the 
designations " State officers " or " Employees of a State " as used in 
article 85, of Kegulations 45, and, therefore, their compensation is 
not exempt from income tax. 



Section 213{b), Ahticxe 86: C!ompensation of 1-19-39. 

soldiers and sailors. O.D.27. 

Employees of the Commission on Training Camp Activities as 
such are not considered to be persons in active service in the mili- 
tary or naval forces of the United States, and, therefore, are not en- 
titled to the exemption allowed by section 213 {b) 8, of the Bevenue 
Act of 1918. 

1-19-41. 

O. D. 29. 
A civilian governed by the rules and regulations of ihe Ameri- 
can Expeditionary Forces is not termed a person in the military 
forces of the United States within the meaning of section 213(b) 8, 
and therefore is not entitled to the $3,500 exemption provided in that 
section. 

3-19-182. 

0.D.121. 
A member of a partnership who has performed services in the 
military forces of the United States during the present war, and ac- 
cording to agreement has turned over to the partnership the com- 
pensation received for such services, may in reporting his distribu- 
tive share of the partnership's income exclude from bis return an 
amount equal to the sum received for military services and turned 
over to the partnership, but not in excess of $3,500. The other part- 
ner must report his entire distributive share of the income regardless 
of the fact that a portion of it was derived from his partner's com- 
pensation for military service. (Also sec. 218, art. 322.) 
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3-19-183. 
O. D. 122. 
Compensation received from the United States War Department 
by a civilian flying instructor for services rendered during the present 
war does not come within the exemption provided by section 21B(b) 
8 of the Revenue Act of 1918 for compensation for active military 
service performed during the present war. 

3-19-184. ' 
O. D. 123. 
The personal exemption allowed a married man and the exemption 
for dependents are not included in the $3,500 compensation for active 
service in the military or naval forces of the United States during the 
present war exempt from tax under section 213(b) 8 of the Revenue 
Act of 1918. (Also sec. 216, art. 302.) 

11-19-376. 

O. D. 214. 

Only such portion of amounts received hy persons in the military 

service of the United States representing compensation for service in 

the Army and which was paid by the War Department is exempt 

from tax under section 213(d) 8 of the Revenue Act of 1918. 

Accordingly, the compensation received from the Spruce Division 
by a person in military service engaged in cutting spruce is taxable 
and should be included in his returns. (Also sec. 213(a), art. 31.) 

28-19-613. 

O. D. 329* 

Persons serving during the present war in the American Merchant 

Marine Sea Training Bureau are not raititled to the $3,500 exemption 

provided in section 213(b) 8, Revenue Act of 1918. 

29-19-625. 
O. D. 33T. 
Section 213(b) 8, Revenue Act of 1918, applies only to 1918 and 
subsequent years and may not be applied retroactively to salary or 
compensation received for active service in the military or naval 
forces of the United States between April 6, 1917, and December 31, 
191T. 

3-20-686. 

O. D. 370. 

The following items are to be included in the $3,500 exemption 

provided in section 213(b) 8, Revenue Act of 1918, for salary or 

compensation received by persons in the military or naval forces of 

the United States during the " present war " : 

Bonus payable upon discharge. 

Mileage from pomt of discharge to point of enlistment. 
Sation money covering periods of absence from camp on furlough. 
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14-20-827. 
O.D.435. 

Army field clerks are persons in the military forces of the United 
States within the meaning of section 213(b) 8 of the Kevenue Act 
of 1918. 

The right to the $3,500 exemption in the case of " reconstruction 
aides " in the Army is dependent upon their status, whether military 
or civiL while engaged in such work. The exemption would not be 
allowed in the case of a civilian so en^^;ed, whereas it would be 
allowed in the case of a member of the military forces under similar 
assignment without change of status. 

- 14r-20-828. 

O.D.436. 

An officer of the National Ouard detailed to the General Staff 

College is not considered to be in active service in the military forces 

of the United States and therefore is not entitled to the $3,500 

exemption provided in section 213(b) 8 of the Eevenue Act of 1918. 

16-20-859. 
O.D.462. 
Persons in the Army Transport Service, although amenable to 
military law, are, for income tax purposes, regarded as civilian em- 
ployees attached to the military forces rather than as persons in the 
active military forces of the United States. Accordingly, they are 
not entitled to the $3,500 exemption provided by section 218(b) 8 
of the Revenue Act of 1918. 

l(V-20-^60. 

O.D.463. 

The retainer pay received by Naval Reservists while on inactive 

duty may not be included in the $3,500 exemption of compensation 

received for active service in the military or naval forces of tiie 

United States, but should be returned for income tax purposes. 

18-20-898. 

O. D. 485. 

Employees of the Knights of Columbus War Activities are not 

considered to be in active service in the military or naval forces of 

the United States, and therefore are not entitled to the exemption 

provided by section 213(b) 8 of the Revenue Act of 1918. 

19-20-915. 
O. D. 495. 
In accordance with Executive Order of April 3, 1917, which con- 
stitutes the Public Health Service a part of the military forces of the 
United States in times of threatened or actual war, it is held that the 
personnel of that service are persons in the military forces of the 
United States within the meaning of section 213 (b) 8 of the Revenue 
Act of 1918. 
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SsonoN 218(b), Asnou: 87: Income accmisg 

prior to March 1, 1913. 

(See 29-2(AlOTl; eec. 213(a), art. 62.) Taxability of principai of 
and accrued interest on a claim against a municipality arising prior 
to March 1, 1913, and settled subeeqnent thereto. 



SECTION 213(c).— GROSS INCOME DEFINED: 
NONRESIDENT ALIEN INDIVIDUAL 

Section 213(c), Abticli: 91: Qroes income of 9-19-340. 

nonresident alien individuals. T. D. 2876. 

The income received by a nonresident alien from Btocks and bonds 
of corporations organized under the laws of the United States and 
bonds and mortgages secured upon property in the United States, the 
certificates representing the same being neld by a domestic trust 
company under a power of attorney which gave authority to the 
agent to sell, assign, or transfer any of them and to invest and rein- 
vest the proceeds, is property owned in the United States within the 
meaning of the Act of OctoMr 3, 3913. 

13-19-417. 

O. D. 239. 

Interest on bonds of a nonresident foreign corporation payable in 

the United States to a nonresident alien is not income from sources 

within the United States. 

23-19-543. 

O. D. 291. 

An alien who comies to the United States with merchandise which 

he disposes of in this country is subject to tax with respect to the 

profit derived from such activities, even though he is within the 

United States for a period of less than 30 days. 



(See 23-19-649; sec. 283, art. 550.) Taxability of income of non- 
resident alien from sales within United States by mail-order busi- 
ness or on unsolicited orders. 



(See 21-20-955; sec. 221, art. 361.) Withholding in case of inter- 
est on bonds of domestic corporation operating in a foreign country 
where control is exercised by receivers appointed by a United Stat^ 
court. 

23-20-985. 
O. D. 534. 
Where forei^ corporations or nonresident alien individuals pur- 
chase British Government treasury bills at a discount in United 

U417'~20 7 ,- I 
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States markets and collect the tame at maiuriiy either in the foreign 
country or from the paying agent of that Government in the United 
States, such discount is not income from sources within the United 
States and is not subject to tax. 

Where foreign corporations or nonresident alien individuals pur- 
chase British Government treasury bills at a discount in United 
States markets and aell the same at a profit in the United States, such 
profit is income from sources within the United States and as such is 
subject to tax. (Also sec. 283, art. 550.) 

34-20-1146. 
O. D. 63a 

A foreign railroad operated as a commercial enterprise by a for- 
eign Government has its purchasing office in the United States and 
the alien employees in the purchasing office receive their salaries 
from funds sent directly from the foreign coimtry. 

Held, that the nonresident alien employees in the purchasing 
office are liable to tax under the Revenue Act of 1918, on compensa- 
tion received by them for services performed in the United States, 
since, within the meaning of that Act, such compensation is derived 
from sources within the United States. 

Section 213(c), Articlb 92; Income of nonresi- 1-19-16. 

dent alien mdividuals not subject to tax. O. 786. 

Where bonds, notes, or other obligations of a foreign govern- 
ment are underwritten by a United States banldng establishment, 
and are by their terms payable at an office of such banking estab- 
lishment in the United States, interest paid from the United States 
office to nonresident alien individuals or foreign corporations, who 
are holders of such securities, is not to be regarded as income re- 
ceived from a source within the United States. (Also sec. 221, art 
361.) 

1-19-47. 

O. D. 35. 

The interest on bonds and notes of foreign countries owned by 

nonresident aliens is not subject to income tax in the hands of 

the recipients, whether paid in the United States or abroad, nor is a 

profit realizea on foreign exchange from such payment taxable. 

18-19-478. 
O. 908. 
Interest on tax-free covenant bonds of corporations organized 
in the United States doing no business and owning no property 
therein paid to nonresident aliens is not subject to taxation as in- 
come received from sources within the United States. (Also sec. 221, 
art. 361.) 

28-20-1058. 

O. D. 578. 

The salary paid by a domestic corporation to a nonresident alien 

employee during the period of a temporary visit to this coontiy each 
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year for the purpose of reporting on sales and receiving iastniction 
m regard to his work is not compensation for service performed 
within the United States and is therefore exempt from taxation 
under the Revenue Act of 1918. (Also sec 221, art, 361.) 

29-20-1072. 
O. D. 592. 

Income derived by a nonresidrat foreign partnership from the 
sale in foreign countries of goods purchased in the United Htates 
through a purchasing agency maintained therein and paid for by 
draft drawn on England is not subject to tax either in tne hands of 
the partnership or the individual partners. 

A member of the partnership who visits the United States for a 
period of six or seven months each year in connection with the busi- 
ness transacted by the purchasing agency and upon completion of his 
duties returns to £^urope is held to be a nonresident alien for income 
tax purposes and accordingly taxable only upon income derived 
from sources in the United States. (Also sec. 218, art. 321 : sec. 
217, art. 312.) 



Seofion 213(c), Abticle 92(a) : When the 8-19-316. 

wages of a nonresident alien are derived T.D, 2869(1). 

from sources within the United States. 

T. D. 2869 adds article 92{a) to Regulations 45, ae follows : 

Abt. 92(a). When the wage» of a nonresident aUen are derived from gource» 
vithin the Vfiited iStatea.-^ While resident alien seamen are taxable like cltlzeoB 
on tbelr entire income from wliatever sources derived, nonresident alien seameQ 
are taxable only on income from sources within tlie United States. Ordlaarll; 
wages received for services rendered Inside the territorial United States are to 
be regarded as from sources within the United States. The wages of an alien 
seaman earned on a coastwise vessel are from sourcea within the United States, 
l)ut wagca earned by an alien seaman on a sblp regularly engaged in foreign 
trade are not to be regarded as from sources within the United States even 
tliougta the ship flies the American flag or although during a part of the time the 
ship touched at United States ports and remained there a reasonable time for 
the transaction of Its business. The presence of a seaman aboard a ship which 
enters a port for such purposes of foreign trade 'Is merely transitory and wages 
earned during that period by a nonresident alien seaman are not taxable. There 
Is no withholding from the wages of alien seamen unless they are nonresidents 
within the rules laid down in articles 311 to 315. Even In the case of a non- 
resident alien seaman the employer Is not obliged to withhold from wages imless 
those wages are from sources within the United States as defined above. As to 
when alien seamen are to be regarded as residents, see article 312(a). 



(See 13-19-424; ape. 221, art. 361.) Wages earned on vessels mak- 
ing occasional coastwise voyages. 

26-20-1027. 
O. D. 559. 
A steamer eng^ed in foreign trade which lies for a period of 
two weeks in a United States port for the purpose of completing 
repairs is deemed to be in such port a reasonable time foj the trans- 
action of business and accordingly wages paid to its nonresident 
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seamen dunn^ Bnch period are held to be income from- aaaam 'with- 
out the United States and hence are not Bobject to the witiiht^ding 
proviBions of the Revenue Act of ldl8. 



Sectiok 213(c), AxncLB 93: Income of non- t«-20-861. 

resident aliens from United States bonds. O. D. 464. 

When trustees hold United States Liberty btmds or Victory notes 
in trust for a nonresident alien life beneficiary and are to distribute 
the income periodically, the bonds and notes are held to be *' benefi- 
cially owned " by such nonresident alien within the meaning of sec- 
tion 4, Victory Liberty Loan Act of March 3, 1919, and articles 81 
and 93 of Begulations 45. (Also sec. 213(b), art. 81.) 



SECTION 214(a) 1.— DEDUCTIONS ALLOWED: 
BUSINESS EXPENSES. 

Section 214(a) 1, Asticle 101 : Business expenses. 

(See 1-19-^8; sec. 213(a), art. 31.) Effect of Federal taxes paid 
in connection with amounts paid on account of patent infringement. 

1-1&-55. 

O. D. 38. 

If a creditor takes out a Ufe insurance policy on an individual 

to cover loans to the individual, the creditor may deduct from gross 

income as a necessair expense the amount of the premiums paid 

during the year for which the return is made. 

8-19-187. 
T.B.B.13. 

Amounts set aside by canners of perishable food products as a 
reserve against which to charge losses due to climatic and other 
natural conditions producing shortage of the raw products, are not 
deductible iu computing net income. 

8-19-317. 

S. 1048. 

The cost of transportation paid by a salaried (onployee living at 

a distance from his employment in order to go to and return nom 

such employment is not deductible as a business expense. (Also sec. 

216, art 292.) 

11-19-377. 
O. D. 215. 
Any amount paid as a premium on crop insorance takeo out as a 
protection against a loss which may occur on account of crop con- 
ditions would constitute an allowable deduction as a busii 
(Also sec 234, art 561.) 
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(See 23-19-^51 ; sec. 260, art 1002.) PenaltiM added to tax ; wben 
deductible as business expense. 

25-19-6fi3. 

O.D.310. 

An amount expended by a Member of Congress for clerk hire 

in excess of the allowance made by the Oovemment may be properly 

deducted as a business expense. 



(See 26-19-695; sec. 260, art 1008.) Deduction of interest on 
taxes. 



(See 2-20-661); eec. 212, art 23.) Deduction by a vendee of Fed- 
eral taxes paid according to contract on profits accruing to a vendor 
from sales made to the vendee. 

2-20-673. 

O.D.3«3. 
A member of a local draft board who used his automobile for travel 
OQ business in connection with the work of the board did so for his 
personal convenience and not by reason of official necessity, since 
such members when traveling under competent orders were allowed 
actual traveling expenses plus a per diem of $4. Accordingly any 
amount representing wear and tear of the automobile or maintwance 
expense would not be an allowable deduction frc«D gross income. 

4-20-702. 
A.B.M.25. 

An individual member of a partnership received a salary for serv- 
ices performed as an employee of a city and, in accordance with his 
contract with the 6rm, turned over to it as the value of his time the 
entire amount so received. 

Held, that the individual partner might deduct the amount of the 
salary in his personal return as a business expense, but that no 
exemption could be claimed by the partnership, since to allow the 
amount received by it to be treated as exempt income would in effect 
be to regard it as an employee of the city, which was not the fact 
(Also sec. 213(b); art. 86.) 



(See 5-20-721; sec. 1, art. 1510.) Advertising and sales promotion 
expenditures in connection with Government contracts. 

6-20-726. 

O.D.396. 

A taxpayer who borrowed money for business purposes and was 

required to take out life insurance in favor of the lender as security 

for the loan, is entitled to deduct the premiums paid for such insur- 



ance as a business expense under section 214(a) 1 of the Revenue Act 
of 1918; however, the premiums will cease to constitute a business 
expense upon maturity and payment of the loan. 



(See 8-20-768; sec. 214(a) 2, art. 121.) Payment under guaranty 
of interest of an insolvent principal. 



18-20-808. 
O.D.421. 
Membei-ship fees or dues paid by individuals and corporations to 
a chamber of commerce or board of trade are deductible from gross 
income as a business expense, provided the membership is employed 
as a means of advancing the Duaness interests of the individual or 
corporation. 

'' 15-20-846. 

O. D. 450. 
Dues paid by an individual to an organized labor union are de- 
ductible as a Dusifiess expense in computing his net income for 
income tax purposes. 



(See 17-20-886; sec. 215, art. 293.) Seat on exchange purchased 
by partnership. 

19-20-916. 
O.D.496. 
Membership dues paid by the members of an association organized 
for the purpose of promoting the business interests of exporters of 
forest products represent a consideration for benefits flowing di- 
rectly to such members as an incident of their business and may, 
therefore, be deducted from gross income. 



20-20-934. 
A. R. R. 98. 

The M Company expended a certain amount in litigation defend- 
ing its right, title, and interest in a patent after the patent had been 
issued by the Government. 

Held, that this amount may be deducted as an ordinary and neces- 
sary operating expense. The actual cost of the patent represented 
by various (jovemment fees, cost of drawings, experimental models, 
attorney's fees, etc., paid before the patent was issued, will be re- 
turned to the company through annual depreciation deductions. 
(Also sec. 214(a) 8, art. 167; sec. 234, art. 561.) 
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(See 23-20-&88; sec. 219, art. 343.) Deductibility of expenses of 
administration in computing income of estate. 

25-20-1014. 
O. D. 554. 

A widow who held a life estate in an orchard which was damaged 
by frost expended certain amounts for special fertilizer, grafting, 
etc., in restoring damaged trees. 

Held, that the amounts expended for restoring the damaged trees 
are properly allowable as a deduction for the ordinary and necessary 
expenses of business, hut the widow may not deduct any amount on 
account of loss of trees totally destroyed since while the loss tends to 
reduce the income from the estate, it is not a loss to the life tenant 
but is a decrease in the corpus of the estate. 

28-SO-lOM. 
A. R. 178. 
The amount of a bonus paid by a corporation to secure immediate 
possession of a theater under a lease which was limited to the taxable 
period, and attorneys' fees in connection with the transaction, con- 
stitute necessary business expenses or costs of operation for such 
period and are not required to be capitalized. 

28-20-1055. 
O. D. 579. 
Fees paid to secure employment are considered allowable deduc- 
tions for the purpose of computing net income subject to tax. 

29-20-1073. 
O. D. 598. 

RSVBNOB ACT OP 1917. 

Amounts expended by a member of a partnership from personal 
funds for the purpose of furthering the partnership interests are not 
allowable as a deduction in the member's personal mcome tax return. 
(Also sec. 218, art. 321.) 

30-20-1089. 
O. D. 603. 

An amount paid by the committee for a taxpayer who has been 
declared mentally incompetent, in settlement of attorney's fees in- 
curred by the taxpayer in resisting the proceedings to declare him 
incompetent, is not a necessary expense incurred in the management 
of the affairs of such taxpayer but is a personal expense ana there- 
fore not deductible by the committee in computing the net income 
of the taxpayer. 

The separation of a husband and wife due to the fact that the 
husband has been declared mentally incompetent and confined in an 
institution for treatment, is held to be temporary in character and 
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oonsequently without effect in so far as the joint personal exemption 
of $2,000 is concerned. (Also sec. 216, art 308.) 



(See 30-20-1094:; sec. 284, art. 562.) Deductibility of donations to 
city for the construction of public improvements. 



(See 38-20-1135 ; sec. 219, art. 348.) ConuniasionB paid by executor 
upon sale of property of eetete. 



Section 214(a) 1, Abticlb 102: Cost of ma- 
terials. 
(See 29-20-1076; sec. 214(a) 2. art 121.) Treatment of interest 

charts on contract to purchase timber. 



SscnoN 214(a) 1, Abticle 103: Bepairs. 

(See 31-20-1102; see. 214(a) 3, art. 133.) Special assessments lev- 
ied upon property for maintenance and repair of stress and side- 
walks. 

Section 214(a) 1, AimcLE 104: Professional 



(See 15-20-849; sec. 215, art 293.) Expenditures inddent to 
admission to practice law. 

Section 214(a) 1, Article 106: Compensation 
for personal services. 
(See 10-1^-362; sec. 234, art 561.) Excessive compensation. 

15-19-444. 
T.B..K.46. 
When a corporation pays its officers nominal salaries and, in addi- 
tion, a percentage of tne profits remaining after payment of divi- 
dends to stockholders, the test of deductibility of such payments 
is whether they are reasonable and are in fact payments pumy for 
services. The Department is not warranted in fixing a maximum 
limit for such deaiictions. Each case must be decided on its own 
merits. 

18-19-481. 
T. B. M. 70. 

Excessive nalaries; not allowed. — A close corporation operated 
for a number of years prior to 1917, sometimes making moderate 
losses and sometimes moderate profits, paying only nominal salaries 
to its officers. In 1917 it was highly succemul and distributed to the 
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five stocHiolderB who are also officers approximately 12 per cent of 
its Bet income, in exact proportion to their stock holdings. Of the 
total amount distributed 18 per cent was paid currently during the 
Tear and 8Q per cent was paid on or about the close of the year 1917. 
In view of the salaries paid by other companies in the same line, 
doing a corresponding volume or business, the ag^gate salaries paid 
appear to be excessive; and as some of the ^^cers receiving the 
largest salaries did not devote all of their time to the work, a suh- 
stantial part of the so-called salaries would seem to be nothing more 
than a distribution of profits. Forty per c^it of the deduction taken 
for above salaries was not allowed. 

22-19-684. 
T. B. M. 86. 
Salaries, bemuses, and fees voted subsequent to the close of any 
taxable year and also subsequent to the close of the books for such 
taxable year, in the absence of contract obligation, can not be con- 
sidered an ordinary and necessary expense of doing business. (Also 
sec 234, art 561.) 

(See 23-19-554; sec. 326, art. 851.) Compensation paid officers 
based on percentage of gross sales of each. 

9-20-767. 
A. B. M. 30. 

AH the stock of a corporation was owned by its four officers, who 
devoted all their time and attention to the business of the corpora- 
tion, acting not only as officers but also as buyers, bookkeepers, eta 
These officers drew only nominal salaries of l/36i» dollars each for a 
number of years after organization. 

The gross sales increased from Hat dollars in the first year of 
business to 64ar doUars in 1916 and 90aj dollars in 1917. Early in 
1917, before the passage of any excess profits tax law, the board of 
directors fixed salaries of 2x dollars each for three of its officers and 
e dollars for the fourth. These salaries were paid in 1917 and de- 
ducted from gross income. 

Held that the amounts paid and deducted were reasonable and 
properly deductible from gross income. 

9-20-768. 
A. E. R. 31. 
A company's gross sales in 1917 amounted to 1,O00ib dollars and 
its net income was 125a; dollars. Salaries and contingent compensa- 
tion were paid to its officers and certain employees as follows : 

Basic salar;. TotaL 

President and treasurer 9» dollars. 9* dollars. 

Secretary and general manager Sx dollars. 18* dollars. 

Assistant treasurer 8* dollars. 11« dollars. 

Office manager x dollars. 9* dollars. 

Office manager (T <M<x) 2» dollars. lO* dollars. 
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Contracts were made prior to 1917 with these officers and em- 
ployees for aervices to be performed. The value of the services to 
be performed and the possibility of securing more remunerative em- 
ployment were taken into consideration in making the contracts. 
No payments were based on stock holdings. The contingent com- 
pensation or commission was paid for the purpose of retaining the 
services of men who had grown up with the ousiness and were famil- 
iar with the various phases of the business, and was based on net 
profits after regular dividends had been paid. 

The Committee recommends that the full amount of compensation 
paid be allowed as a deduction, since it represented the price paid for 
services pursuant to a free bargain made in advance between the 
individual and the business enterprise. 

9-20-769. 
A. R. R. 32. 

A started a business a number of years ago with a small amount 
of capital. At a later date, the business was incorporated, 90 per 
cent of the stock being issued to A. The business was developed by 
his efforts until in 1917 the gross sales amounted to SSSaT dollars 
and the net income to 65a! dollars, whereas in 1911 the gross sales 
amounted to only 167a! dollars and the net income to 8a! dollars. 
In prior years A, as president of the corporation, drew a nominal 
salary of x dollars, taking his earnings as dividends, but in 1917 his 
salary was increased to 10a! dollars.. 

In view of the extraordinary circumstances of the case, including 
the fact that A is and has been the sole administrative officer of the 
corporation and devotes his entire time to its direction in all details, 
the salary of 10a! dollars does not appear to be excessive and is, 
therefore, an allowable deduction as a business expense. 

14-20-829. 
A. R. M. 39. 
A, the president and treasurer of a close corporation, and B, its 
vice president, each held 45 per cent of the outstanding capital stock. 
C, its secretary, held SJ per cent of the stock. Nominal salaries were 
paid to A and C. There was an agreement between A and B that A 
was to receive in addition to his share on his capital invested, direct 
compensation in proportion to the results he might achieve for the 
company. Accordingly A, and C also, received in 1915, 1916, and 
1917 as additional compensation 10 per cent and 1 per cent, re- 
spectively, of the profits. These amounts, although large, were not 
in proportion to ^ock holdings and having been paid according to 
agreement made in advance and for services rendered are held to 
be deductible as ordinary and necessary business expenses of the 
company, 

14-20-830. 

A. K. R. 63. 

The Committee has reached the conclusion that where salaries have 

been fixed long before any Excess Profits Tax Law was contemplated 

the Income Tax Unit is not authorized by the law or regulations to 
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arbitrarily fix the salaries of the officers of any company at an 
amount less than that authorized. In general, the Committee does 
not think that the Unit is authorized by Uw or regulation to' look 
back of any corporate action fixing the salaries of omcers when such 
action was taken by the directors long before any Excess Profits Tax 
Law was even contemplated, and where the salaries were not fixed 
on the basis of stock owner^ip or do not bear a close relationship 
thereto. Neither, in the judgment of the Committee, is the Unit 
authorized to look back of any corporate resolution fixing salaries 
after the passage of the Excess Profits Tax Law, provided there is 
no evidence of intent to reduce the tax of the corporation, and pro- 
vided that after deducting the amount actually fixed and paid the 
corporation has a normal return on its invested capital left, or where 
such deduction does not reduce the net earnings subject to tax below 
that of competing concerns which secure the services of officers and 
employees by open bargaining. 

15-20-847. 

A. R. R. 61. 

In cases where compensation is determined after the services have 

been rendered, reasonableness of such compensation is ordinarily the 

test of deductibility. 



. O. D. 504. 

The compensation or the officers of a corporation had been con- 
tinued without change for several years. In 1919j two days before 
the close of its fiscal year, the salaries of the principal officers of the 
corporation were largely increased for the year then closing. 

Section 234(a) of the Act of 1918 provides that in computing the 
net income of a corporation subject to tax there shall be allowed as 
deductions all ordinary and necessary expenses paid or incurred dur- 
ing the taxable year, including a reasonable allowance for salaries. 
The authorization to increase the salaries in question occurred be- 
■ fore the books were closed for the fiscal year, and as such became a 
liability of the corporation for that year. If the compensation thus 
authonzed was reasonable the total amount is an allowable deduc- 
tion. (Also sec. 234, art. 561.) 

32-20-1119. 
A. K. R. 223. 

The Committee is of opinion that where a division of the profits 
of a business, as a bonus to its officers and managers, absorbs all the 
profits derived, except an amount sufficient to pay dividends at a 
moderate rate upon its preferred and common capital stock, such a 
distribution can not be rerarded as an " ordinary and necessary " 
expense of business, and that the excess over a reasonable amount 
for compensation should be disallowed. 

Such a distribution to mana^rs and officers of a company which 
varied from year to year as to the percentage paid to each and where 
the same persons did not always participate in the distribution can 
not be said to have occurred as a result of open bargaining, or as 
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arranxemei _ . 

followed prior to the year 1917, even though snch payments were, in 
fact, purely for serricee and in accordance with an establisbed cob- 
tom of the company. 

~ 33-20-1130, 

A. R. R. 232. 
When additional compensation ie agreed to be paid by a corpora- 
tion to its officers at a future date, upon the happening of certain 
contingencies expected to result from the rendition of serrices, the 
amount of such compensation being left for future determination, 
the amount eventually so paid is not to be treated as back salary and 
allocated to the yeara during which the services were rendered, but 
constitutes a business expense to the corporation for tite taxable 
year in which the same was paid. 



Section S14(a) 1, Akticlb 106: Treatment of 

excessive compensation. 

(See 8-ld-31d; sec. Sll, art 781.) Adjustment of sahuies paid 
during prewar period. 

SEcmoN 214(a) 1, Article 107: Bonuses to 1-19-54. 

employees. O. D. 37. 

Assuming books and returns on an accrual basis, deductions repre- 
senting a distribution to employees as additional compensation of a 
percentage of the net earnings of a corporation are allowable only 
in the return for the year in whicb such expense was incurred. li 
reported otherwise, amended returns should be Sled. 

3-19-186. 
O. D. 124. 

A proportionate part of the par value of a company's stock, de- 
livered to a trustee to be held in escrow for the benefit of certain em- 
ployees of the company, which stock is to be delivered to Uiem at 
the expiration of a numMr of years in recognition of faithful service, 
may be taken as a deduction m the income tax returns of the com- 
pany for each of such years during the period the trustee holds the 
stock, providing the corporation keeps its books on an accrual basis. 

If the employee for whom the stock was deposited should forfeit 
his right to receive the stock, the corporation must report as income 
in the year in which the ri^t to receive the stock is forfeited, the 
amounts taken as a deduction in previous years on account of the 
forfeited stock. 

19-20-917. 
O.D.497. 

Amounts representing bonuses to employees of a company for the 
year 1916 were authorized and paid during 1919. 

Held, that the bonuses in question were not paid on account of 
services rendered during the year 1919 and therefor^ can not be de- 
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ducted as items of business expense for that year. Bonuses or addi- 
tions to salaries voted subsequent to the close of any taxable year, 
and also subsequent to the closing of the books for such taxable year, 
can not be considered as ordinary and necessary expenses of doing 
business during such year and are not deductible under Uie Revenue 
Act of 1918. 

The abrogate of these bonuses constitutes income to the recipiwits 
for the year 1919 because they were first credited to them and made 
available during that year. (Also sec. 213(a), art 62.) 

27-20-1039. 
O.D.570. 
Bonuses paid by a corporation, partly in cash and partly in stock 
of the corporation^ which stock was purchased by the corporation on 
the open market, in accordance with a plan laid down by its board 
of directors, to the most deservii^ of its employees (which must be 
recognized as meaning most deserving on account of services ren- 
dered), represent additional compensation to the employees and as 
such are deductible by the corporation and taxable to the recipients. 
The fact that the corporation did not deduct the amount representing 
these bonuses from gross income in its return would not affect the 
taxability of the bonuses in the hands of the employees. The amount 
to be considered as taxable income is the actual amount of cash, plus 
the market value of the stock, when received by the employees. 
(Also sec. 213(a), art. 31.) 

Secfion 214(a) 1, Article 109 : Kentals. 

(See 3-20-689; sec. 214(a) 3, art 138.) Assessments for local 
benefits paid by tenant for landlord. 

6-20-727. 

O. D. 397. 

A business property was leased for a term of years, but prior to 

the terminntion of the lease the lessor paid a fixed sum to the lessee 

for its cancellation. 

Held, that the amount so paid by the lessor constitutes a business 
expense and that he may deduct an aliquot part thereof in his return 
for the year in which the lease was canceled and for each succeeding 
year the lease had to run. 

21-^0-952. 
O. D. 516. 

A corporation leased a building for a period of 10 years, and as 
lessee agreed to make any desired improvements or alterations at 
its own expense. Upon terminntion oJE the lease the premises will 
revert to the lessor together with all improvements and alterations 
so made or at the option of the lessor the lessee may be required to 
remove same at its own expense and restore the premises to their 
original condition. 

Held, that the lessee may pro rate the cost of the alterations and 
improvements over the life of the lease and claim a suitable deduc- 
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tion each year, bnt that it may not set up a reserve to cover the cost 
of restoring the premises to their original condition. The expense 
of restoring the property at the expiration of the lease, if the lessee is 
required to restore it, will be an allowable deduction for the year in 
which it is actually incurred. 

(See 28-20-1061; sec. 234, art. 661.) Deduction of amount paid 
to extinguish lease on purclused property. 



Section 214(a) 1, Articlb 111: When charges 1-19-6. 

deductible. O. D. 3. 

A receiver of a corporation may deduct receiver's and attorney's 
^ees actually paid during the year to which the return relates if the 
books are kept on the basis of cash receipts and disbursements; if the 
books are kept on the accrual basis, tbe amount of such fees accruing 
during the taxable year may be deducted even though the disburse- 
ment was not actually made until the following year. (Also sec 212, 
art. 23.) 

1-19-94. 
S. 923. 
A report of a master in chancery, appointed by an interlocutory 
decree m a suit for damages for alleged infringement of a patent, 
assessing damages against the taxpayer, which report was filed dur- 
ing the taxable year, but was not confirmed until the following year 
when judgment was entered on the report, can not be regarded as a 
determination of the amount of the claim, and no deduction for the 
taxable year, is permissible in regard to the judgment referred to. 



(See 3-19-188; sec. 234, art. 561.) When payments of liquidated 
damages are deductible. 

5-19-260. 

O. D. 159. 

A corporation may set up cm its bools in 1918 a contingent liability 

without prejudicing its right to deduct the item in a proper year, 

although the same is not deductible in 1918. 

3-20-687. 
O. D. 371. 
The New York State franchise tax imposed for the privilege of 
doing business in that State for the fiscal year of the State ending 
October 31, 1920, is based on 1918 income, but is not due and payable 
untila later date. A taxpayer making a calendar year return on an 
accrual basis may deduct two-twelfths of such tax in hia return for 
1919 and ten-twelfths in his return for 1920. (Also sec. 214(a) 8, 
art 131.) 
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(See 5-20-713: sec. 214(a) 3, art. 131.) Deduction of munitions 
tax by taxpayer keeping books on accrual basis. 

6-20-728. 

O.D.398. 
Where a corporation engaged in buying and selling real estate pur- 
chases a piece of property and holds it for a profit, the interest, taxesf 
and ordinary repairs incident to the property represent charges for 
the year in which paid or are so charged upon the books as to repre- 
sent liabilities of the corporation &nd are allowable deductions in 
computing net income even though in excess of the gross income de- 
rived from the property. Such charges are not capital expenditures 
if the corporation has any income from which to deduct them and 
they should not be added to the cost of the property in determining 
the amount of gain or loss arising from its sale except to the extent 
that the corporation has no gross income from any source against 
which to deduct such expenditures for the taxable year in which they 
were made. 



(See 8-20-764; sec 214(a) 3, art. 131.) Deductibility of Federal 
income tax in return of corporation for fiscal year ending in 1917 
prior to October 3. 

(See 26-20-1028; sec. 214(a) 12, art. 26l.) When loss sustained 
through return of goods in 1919 which had been sold in 1918 is 
deductible. 

(See 30-20-1090; sec. 214(a) t, art. 161.) Loss on account of 
fraudulent notes and bills of sale. 



SECTION 214(a) 2.— DEDUCTIONS ALLOWED: 
INTEREST. 

Skction 214(a) 2, Articli! 121: Interest. 

(See 1-19-40; sec. 213(b), art. 80.) Basis of computation of 
exempt interest on Liberty bonds. 

1-19-50. 
S. 935. 
Interest and taxes paid by a corporation in connection with the 
construction of its original plant are deductible from its gross income 
under the Bevenue Act of 1913, eyen though such payments are 
properly chargeable to capital account and are so charged by the cor- 
poration on its books, provided the corporation amends its returns so 
as to exclude the interest and taxes so deducted from capita) account. 
(Overruling Solicitor's memorandum 23.) (Alsoaec. 214(a) 3, art 
131.) 
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5-20-718. 
A. a. M. 26. 

Mimitiona taxes are properly chargeable a^inst the income of the 
year in which the munitions are made and sold or otherwise disposed 
of. When the books of the manufacturer are kept upon an accrual 
basis the amount of such taxes should be included as a deduction 
from income, and the liability therefor should appear upon the books 
of account of the company at the close of the taxable year. 

A corporation which kept its books on an accrual basis for 1916 
and 1917 should, therefore, accrue munitions taxes for 1916 paid in 
1917 on its books for 1916 and deduct them in computing its taxable 
net income for that year. Likewise such taxes for 1917 should be 
accrued and deducted in computing its taxable net income for 1917. 
(Also sec. 214(a) 1, art. 111.) 

5-20-714. 

O.D.387. 
The tax imposed on 1918 income, under the bonus law of the State 
of Wisconsin, passed by the State legislature in September, 1919, 
does not constitute an allowable deduction in Federal income tax 
returns for 1818, and amended returns for that year can not be ac- 
cepted; however, such tax paid in 1919 is an allowable deduction 
in the taxpayer's return for 1919. 

5-20-715. 
O. D. 388. 
A taxpayer whose books are kept on the receipts and disbursements 
basis may deduct from gross income on his 1919 return automobile 
taxes levied against him by the State of Iowa for 1919 and 1920, 
provided he actually paid such taxes during 1919. If the books of 
the taxpayer are kept on the accrual basis, then only the amount of 
such tax applicable to the year 1919 may be taken as a deduction in 
preparing his 1919 income tax return, and the amount which repre- 
sents the 1920 tax may be deducted on such taxpayer's 1920 return, 
notwithstanding the fact that he actually paid the tax for both years 
in 1919. 

8-20-754. 
S. 1305. 

BEVENUB ACrr OF 1916, A3 AHBNDED BT THE RETEITUE ACT OF 1617. 

A corporation making a return for a fiscal year ending during the 
calendar year 1917, but prior to October 3, is not entitled to d^uct 
from gross income both the Federal income tax paid prior to January 
1, 1917, and the income tax accrued on its books of account during 
the months of the fiscal year falling within the calendar year 1916. 
Law Opinions 341 and 360 explain^. (Also sec. 214(a) 1, art. Ill; 
sec. 234, art. 561.) 

9-20-770. 
A. R. M. 29. 

MUNITION MANUPACrDEBR'S TAX. BSVBNUB ACT OP 1916, 

A corporation may not accrue munitions taxes for 1916 and 1917 
and deduct as expenses the amount so accrued during each year in 
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its munitions tax return for that year before the final computation 
of the munitions tax is made. 

The munitions tax as finally computed must be deducted in the 
income tax return (but not in the munitions tax return) for the year 
in which the tax is accrued, irrespective of the year in which the tax 
is actually paid. 

20-2a-«36. 
O. D. 505. 

The New York State ^rsonal income tax law, passed May 14, 1919, 
provides for the imposition of an annual tax upon income, and con- 
cludes with the statement that "such tax shall first be levied, col- 
lected, and paid in the vear 1920, upon and with respect to the tax- 
able income for the calendar year 1919, or for any taxable year 
ending during the year 1919." 

A taxpayer of the State of New York who keeps his accounts upon 
the accrual basis may, in rendering his Federal income tax return 
for 1919, deduct the accrued tax &r his fiscal year ended in 1919 
Imposed by the New York State personal income tax law, provided 
suen fiscal year ended subsequent to May 14, 1919, the date or passage 
of the State taxing Act. In case his fiscal year ended prior to May 14, 
the accrued tax would not be deductible in his Federal income tax 
return for 1919, since it was not a known liability at the time of 
closing his accounts for such fiscal year. 

In the event of judicial interpretation of the New York State 
personal income tax law which would have the effect of changing the 
mdividual's tax liability thereunder it would be necessary for him 
to file an amended return for Federal income tax purposes. 

24r-20-1002. 
A.K.M.57. 

HDNITION UANDFACTUBBB'S TAX, EBVBNDB ACT OF 1918. 

Munitions taxes accrued for the calendar year 1916 and paid in 
■ 1917 are properly deductible in computing the munitions tax for the 
calendar year 1917. 

Since no munitions tax oould be^evied against a foreign subsidiary 
company nor upon any of the profits which might have been derived 
from it by the parent concern, the munitions having been manu- 
factured abroad, losses sustained by such parent company through 
the sale of the capital stock of the subsidiary are not deductible in 
the computation of its munitions tax. (Also sec. 214(a) 4, 5, 6, art. 
141.) 

Section 214(a) 3, Abticle 132: Federal duties 4^19-216. 

and excise taxes. ' O. D. 137. 

Wholesale liquor dealers who exercised option to include excise 
taxes in cost_ of merchandise in calculating inventory may not now 
amend such inventory and treat the taxes as business expenses. 



(See 33-20-1185; sec. 219, art. 343.) Deductibility of stamp tax 
upon an instrument conveying property belonging to an estate. )g\q 
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Siiction214(8) SjAbticubISS; Taxes for local 24^-19-560. 

benefits. T. D. 2987. 

Article 133 of Begnlations 45 is hereby amended to read aa follows : 
Abt. 133. Taaet for local l>ene1U». — So-called taxes, more properly assesa- 
ments, paid for local benefiU, eucb as street, sidewalk, and other like improve- 
ments, Imposed because of and meaeared by some benefit Innring directly to the 
property against which the assessment Is levied, do not constitute an allomible 
deduction from gross income. A tax Is considered assessed against local benefits 
when the property subject to the tax is limited to the property benefited. Spe- 
cial assessments are Dot deductible, even though an Incidental benefit may innre 
to the public welfare. The taxes deductible are those levied for the general 
public welfare by the proper taxing authorities at a like rate against all 
property In the territory over which such authorities have Jurisdiction. A«eesa- 
ments under the statutes of California relating to Irrigation and of Iowa re- 
lating to drainage, and under certain statutes of Tennessee relating to levees, 
are limited to property benefited, and when It Is clear that the assessments are 
90 limited, the amounts paid thereunder are not deductible as taxes. When 
assessments are made for the purpose of maintenance or repair of local benefits, 
the taxpayer may deduct the assessments paid as an expense Incurred in busi- 
ness. If the payment of such assessments Is necessary to the conduct of his 
business. When the assessments are made for the purpose of constructing local 
benefits, the payments by the taxpayer are in the nature of capital expenditures 
and are not deductible. Where assessments are made for the purpose of both 
construction and maintenance or repairs, the burden Is on the taxpayer to show 
the allocation of the amounts assessed to the dlfFerent purposes. If the alloca- 
tion can not be made, none of the amounts so paid Is dednctibia 

24-19-561. 
0.928. 
Taxpayers should be required to show, in their income tax re- 
turns, the nature of assessments paid under the Illinois drainage 
laws, inasmuch as such laws provide both for epecial assessments for 
benefits and for general taxation, depending in some instances upon 
ordinances promulgated by tiie trustees of drainage districts. (Also 
sec. 234, art. 561.) 

8-20-689. 
O. D. 378. 
Assessments for local benefits paid by a tenant ior his landlord 
according to agreement are held to be additional rent paid by the 
tenant, and therefore deductible from his gross income, provided the 
tenant uses the property for business purposes. The amount so re- 
ceived by the landlord is taxable income to him, but because of its 
nature is not an allowable deduction from his gross income. (Also 
sec 213(a), art. 48; sec. 214(a) 1, art. 109.) 

31-20-1102. 
O. D. 618. 
Amounts expended by an estate on account of special assessments 
for the maintenance or repair of streets or for sidewalk improve- 
ments levied upon property used in a trade or business, if the same 
is necessaiy in the conduct of such trade or business, constitute 
allowable deductions. 

In case any of the property of the estate is used for reaidential 
purposes by ainyone beneficially interested in the ertate, the amountB 
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exjwnded in payment of assessments levied ttpon such property for , 
maintenance and repairs can not be deducted By the estate unless the 
rental value of the property is included in the gross income of the 
estate. 

Amounts paid out for maintenance of streets and sidewalks used 
in connection with the business of the estate may be claimed as a 
deduction for the year in which such expenses were paid or accrued 
in accordance with the method upon which the taxpayer's books of 
account are kept. 

Amounts expended for replacements can, under no circmnstances, 
be claimed as a business expense. Such items are held to be invest- 
ments of capital. If such replacements, however, are used in connec- 
tion with the business of the estate, a reasonable amount may be 
claimed for exhaustion, wear and tear of the property, including; 
oteolescenc«, in accordance with paragraph 8, section 214(a) of the 
Revenue Act of 1918. (Also sec. 214(a) 1, art. 103; sec 214(a) 8, 
art. 162 ; sec. 219, art. 341.) 



Section 214(a) 3, Articlb 134; Inheritance 13-19-419. 

taxes. 0. 812. 

Federal estate tax is not deductible from gross income of the 
estate of a decedent in process of administration in ascertaining the 
net income of the estate subject to tax, for the reason that this tax is 
imposed upon the transfer of the estate and not upon the property 
composing the estate. (Also sec. 219, art. 341.) 

24-19-662. 
T. D. 2933. 

INCOMB TAX: DECISION Off rHH TJlflTKD STATES DISTHICT CODET. 

(a) The tax imposed by the laws of New York upon the transfer 
of property by will or under the intestate laws is not deductible in 
ascertaming the taxable net income of the legatee or distributee under 
the Act of October 3, 1913. It is not a " tax " within the meaning of 
the provision permittingthe deduction of " al] national, State, county, 
school, and municipal taxes paid within the year." (Sec. II, par. B.) 

(6) A tax upon the right to receive an interest in the estate of a 
decedent is not a charge either against the person receiving the in- 
terest or the property or right accruing to him. The legatee or dis- 
tributee merely receives the balance due after payment of the tax. 
He does not receive the entire interest and then pay the tax; and he 
is consequently not entitled to deduct the amount as a tax paid 
by him. 

16-20-875. 
Op.A.G.l. 

FEDERAL ESTATE TAX OPINION OF ATTORNEY GENERAL. 

The inheritance tax is entirely separate and distinct, from the in- 
come tax. In substance, the Government collects a tax on the income 
accruing up to the moment of death. It then takes out of the estate 
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a certain part as a transfer t&x. The remainder passes and becomes 
the estate, the income of which is taxable while it is being adminis- 
tered. When the estate passes into the possession of an executor, 
he holds in trust for the United Stat«a that portion which is required 
to be deducted as a transfer tax. The remainder is the estate which 
he holds in trust for creditors and beneficiaries and the income of 
which is taxable. When he pays to the Government that which he 
has been holding in trust for it, he pays nothing out of the estate the 
income of which is subject to tax. The law separates this part of 
the original estate from that part which is to be treated as the estate 
for purposes of income taxes. 

Therefore the Federal estate tax is not deductible under the provi- 
sions of section 214(a) 3, Revenue Act of 1918, in computing the 
income of estates of deceased persons for the purpose of taxes under 
the provisicms of section 219(a) of that Act. (Also sec. 219, art 
341.) (Note: This opinion is published in full in Bulletin 16-20, 
P- 47.) 

(See 2&-20-10r4; sec. 214(a) 2, art. 121.) Deductibility of in- 
terest upon overdue Federal ^tate tax. 

3t-20-114T. 
T. D. 3050. 

INCOHB TAX— DDCIBION OF COUBT. 

Deductibility of lf»ii> York Inheritance Tax in Computing Income of Legatee. 

The tax imposed by the State of New York on the transfer. of 
decedent's estate is a tax on the right of disposition of the property, 
and- is not a tax on the privilege of the legatee to receive it. There- 
fore, in computing the net income of the legatee subject to the income 
tax, the New York inheritance tax is not a proper deduction from 
gross income under the provisions of section 2, paragraph B, Act of 
October 3, 1913. (Decision of U. S. District (Jourt, 260 Fed. 589; 
T. D. 2933, affirmed.) 

SECTION 214(a), 4, 5, 6.— DEDUCTIONS ALLOWED: 
LOSSES. 

Section 214(a), 4, 5, 6, Articlb 141 : Losses. 1-19-51. 

O. 780. 
A loss sustained by an individual from the sale of residential prop- 
erty is deductible in determining net income for purposes ol the 
Revenue Act of 1918 only when toe property was purchased or con- 
structed by him with a view to its subsequent sale for pecuniary 
profit. The intent in purchasing or constructing the property is a 
question of fact determinable in each case by evidence which should 
be subinitted with the return. 

1-19-59. 

O. D. 42. 

The subletting of an apartment by a tenant on account of being 

required to make his residence in another city, is held not to be a 
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"transaction entered into for profit." Therefore, any loss sustained 
through such transaction is not deductible from ^ross income. 



O. D. lOS, 
If a taxpayer maaes an actual bona fide sale of securities at a loss 
in 1918, the loss is deductible even though tiie taxpayer repurchases 
the securities in the succeeding year at the same price for which they 
were sold. Howerer, the burden of proof will be on the taxpayer to 
show that the sale was not fictitious. 



4-19-218. 
O. D. 138. 
Section 214(a) 5, Berenue Act of 1918, does not contemplate that 
a distinction shall he made between an investment in property or 
securities with the object of deriving an income from the capital 
employed, and an investment which is made for the purpose of 
realizing a profit on the resale of the property or securities pur- 
chased. 

6-19-278. 

O. D. 165. 

The amount of a loss Incurred through embezzlement should be 

reduced by the reasonable value of any claim against the embezzler 

or his sureties which can fairly be said to have an ascertainable value, 

such as a claim against a surety company. 

6-19-279. 
O. 845. 
A loss incurred by a corporation through embezzlement is an 
allowable deduction from gross income for the year in which the em- 
bezzlement occurred. Where the embezzlement is not discovered in 
the taxable year but is later discovered and admitted by the em- 
bezzler, a part of the money being promptly recovered, the amount 
so recovered tends to diminish the amount of allowable deductions 
on account o£ the embezzlement for the year in which the embezzle- 
ment occurred, and is ordinarily not returnable as income in the year 
when received. (Solicitor's Memorandum 688 modified.) 

10-19-S57. 
T. B. E. S5. 
A loss sustained from the sale of property acquired by ^Ift, 
bequest, devise, or descent (whenever property so acquired is as a 
matter of fact acquired for purposes oi profit) is a deductible loss 
from gross income. Ordinary investment property so acquired is to 
be treated as having been accjuired for purposes of profit unless the 
conduct of the recipient furnishes evidences to the contrary. 
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13-19-420. 
O. D. 241. 
Where a person purchases bonds for another, guaranteeing said 
bonds against any loss, and a loss occurs due to subsequent insol- 
vency of the corporation issuing same, and the guarantor makes 
good the loss, the same is not deductible within the meaning of sec- 
tion 214 of the Eevenue Act of 1918, unless such loss occurs in trade 
or bu£dues8 or in a transaction entered into for profit 



18-19-482. 
T. B. E. 55. 
When an insured loss occurs in one taxable year and the insur- 
ance is not recoTered during that year the taxpayer should com- 
pute his loss by deducting from the total loss the estimated amount 
of the recoverable insurance. The loss so determined should be de- 
ducted from the taxpayer's gross income oi the year in which the 
loss was sustained. If subsequent events demonstrate that this esti- 
mate was substantially incorrect, an amended return should be filed 
correcting the mistake. 

30-19-639. 
S. 1217. 

When property is discarded and salvaged, the depreciation allow- 
ance plus the salvage value may slightly exceed or fall slightly below 
the cost of the property. In the case of a gain over cost this must 
be treated as income. If the depreciation allowance plus salvage 
falls below the cost, the difference may be treated as a loss. 

The fact that a taxpayer in past years neglected to allow for suffi- 
cient depreciation does not make the resulting discrepancy between 
the book values of equipment and its salvage value at the time it is 
retired from service deductible as a loss within the intent of Section 
II G(b) second, Act of October 3, 1913. In such cases the taxpay^er 
may avail himself of a larger deduction for depreciation by submit- 
ting amended returns for previous years, and showing that the pre- 
vious depreciation rate was not reasonable. (Also sec 214(a) 8, 
art 170.) 

3-20-690. 
O. D. 374. 
In the case or orchards and vineyards acquired subsequent to 
March 1, 1918, and later destroyed, anj deduction for loss should be 
confined to the amounts of capital originally invested in the grow- 
ing trees and in the new nursery stock which was totally destroyed 
— ftSd-tfre^ amount expended from date of acquirement to date of de- 
struction in an endeavor to bring such trees and stock to an income- 
producing stage, if not previously deducted as expenses, eliminating 
all expenditures on account o£ permanent improvements or on ac- 
count of trees and vines the growth of which was merely retarded 
and not entirely destroyed. 
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a-20-691. 
O. D. 375. 
If a taxpayer purchasee royalty interests in tracts of oil land (not 
including title to the land itself) and such interests prove worthless, 
as evidenced by all wells drilled proving dry or failing after pro- 
ducing verv small quantities of oil, the loss sustained is an allowable, 
deduction from gross income. 

4-20-708. 
O. D. 380. 
An individual sustained a loss in 1918 due to the failure and liqui- 
dation of two corporations in which he owned stock. 

Held, to be merely a loss on securities rather than a business oper- 
ating loss, as contemplated in section 204 of the Revenue Act of 1918, 
nnd deductible only in his return for 1918. (Also sec. 204, art. 1601.) 

7-20-739. 
T. D. 2972. 
Article 141 of Regulations 45 is hereby amended to read as follows: 
Abt. 141. Lo9»e». — Losses sustained dnrii^ Uie taxable ^ear and not com- 
peiLsated for by iDsnrance or otherwlBe are folly deductible (except by non- 
resident aliens) If (n) Incurred tn the taxpayer's trade or bnsloess, or (b) 
Incurred In any transaction enteral Into for profit, or (c) arising fran fires, 
storms, shipwreck, or other casualty, or from theft They must usually be 
evidenced by closed and completed transactions. In the case of the sale of 
assets Uie loss will be the difference between the cost thereof, less depreciation 
sustained fttnce acquisition, or the fair market value as of March 1, 1913, If 
acquired before that date, less depreciation since sustained, and the price at 
which they were disposed of. (See sec. 202 of the statute and arts. 39-16 and 
15S1.) When the loss Is claimed through the destruction of property by Are, 
flood, or other casualty, the amount deductible will be the difference between 
the fair market value of the property as of March 1, 1913, if acquired before 
that date, or if acquired on or after that date, Its cost, and the salvage value 
thereof, after deducting from such cost, or such value as of March 1, 1913, the 
amount. If any, which has been or should have been set aside and deducted In 
the current year and previous years from gross Income on account of d^recla- 
tlon and which has not been paid out in making good the depreciation nus- 
talned. But the loss should be reduced by the amount of any insurance or other 
compensation received. (See arts. 49 and 60.) A loss In the sale of an indi- 
vidual's residence is not deductible. Losses in illegal transactions are not 
deductible. Where a person gives property away, or Is divested thereof by 
death, no realization of loss results therefrom. 

"" 9-20-771. 

A. E. M. 31. 
Debts due by one belligerent State to the citizens of another State 
are not extinguishable by war. Consequently, a taxpayer having 
an outstanding claim asainst the German Government, dating before 
the war, would not be justified in charging the amount of the claim 
as a loss when war was declared between the United States and the 
German Government. 

18-20-899. ' 
O. D. 486. 
Under New York State laws, a safe-deposit company is required to 
wait two years before opening any safe-deposit box for nonpayment 
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of rent The fact that no rental is paid during these years and it is 
impossible of collection does not permit the company to take a de- 
duction from gross income in an amount equal to the rental value of 
any deposit box which it by law is prevented from opening, unless 
the company's books are kept on an accrual basis and such amount 
has actually been accrued. 

That a taxpayer might derive greater profits if it were not for 
restrictions placed upon his activities by Federal or State laws has 
no bearing on his return for Federal income tax purposes. (Also 
sec 212, art. 21.) 

19-20-918. 
A. R. R. 96. 

BHrHNUB ACT OF 1017. 

A loss resalting from the sale of a taxpayer's residence caused by 
the acceptance of a business proposition requiring his removal to 
another part of the country is not a loss incurred in Dusiness or trade 
which is deductible under the itevenue Act of 1917. 



O. D. 526. 

A ring was IoeA by its owner and owing to the circumstances at- 
tending the loss he is in doubt as to whether it was stolen or merely 
misplaced or lost from his finger. 

Unless he can establish the fact that the ring was stolen no deduc- 
tion can be allowed on account of the loss. 

Such a loss does not come within the meaniiy; of the term " other 
casualty" as used in section 214(a) 6 o£ the Revenue Act of 1918. 
This term embraces losses arising through the action of natural 
physical forces and which occur suddenly, unexpectedly, and without 
design of the one suffering the loss. 



(See 24r-20-d99; sec. 213(b), art. 73.) Loss sustained on sale of 
property deeded by husband to wife and reconveyed to him prior to 
sale. 

(See 24r-20-1002; sec. 214(a) 3, art. 131.) Loss from sale of for- 
eign subsidiary as deduction in computing munitions tax of parent 
concern. 

26-20-1015. 
O. D. 555. 

A mother who is indebted to her son discbai^es the obli^tion by 
tcajtt&Tring to him stocks which cost her 8x dollars, but ^ich had 
■^market value at date of transfer of Ox dollars, the amount of the 
debt. 

Held, that if the transfer of the stock from mother to son was a 
bona fide transaction in payment of an enforceable obligation which 
the son held, the loss sustained by the mother is deductible under 
section 214 (a) 5 of the Revenue Act of 1918, the amount of the- loss 



being the excess of the cost of the stock, if acquired by the mother 
on or after March 1, 1913, or its value on that date if acquired 
prior thereto, over the amount of the debt and unpaid interest. 

25-20-1016. 
T. D. 3029. 

INCOHB TAX : ACT OP OCTOBBB 3, 191S, 8BCTI0N II— DBDDCTIONS. 
UHim> Sl-ATDS ClBCDIT COUBT OF AfPULS fOB TBI SaCOND ClBCDIT. 

, Collector of Internal Revmme, 

1. A member of a firm engaged in the business of manufacturing 
is not entitled to deduct from his gross income a loss sustained by 
him upon the sale of shares of stock. 

2. The language " losses incurred in trade " must be construed as 
meaning losses incurred in the actual businesa of the taxpayer as 
distinguished from isolated transactions. 



(See 25-20-1017; sec. 214(a) 7, art. 161.) Deductibility of losses 
determined after decedent's death. 

27-20-1040. 
O. D. 571. 

A forwarded to his brother B 15* dollars to be used in the pur- 
chase of a bank. During the negotiations for the purchase, C ab- 
sconded with the money. A expended x dollars as interest upon the 
EutQ lost, which was a loan, and x dollars in apprehending the thief. 
A's brother is unable to make good the loss and no recovery can be 
had from C. 

Held, that A is entitled to deduct the amount of 15a! dollars as a 
business loss and in addition the interest payment advanced to se- 
cure the loan. The amount expended in apprehending the thief, how- 
ever, is regarded as a personal expense and may not, therefore, be 
deducted. 

29-20-1076. 
A. R. R. 185. 
Where a corporation engaged in the wholesale liquor business con- 
tinued to make sales in 1918 it will not be permitted to deduct in its 
191T return an amount representing the entire value of its good will 
since it did not actually sustain a determinable loss of such amount 
in the year 1917. (Alsi) sec. 234, art. 561 ; sec. 214(a) 8, art. 163.) 

33-20-1131. 
A. R. R. 242. 

BBTBNTjn ACT OP 1916. 

A & Company, a copartnership, purcliased 50 per cent of the 
stock of the M Oompany, a corporation, the stock being issued in the 
nameB of A and B, members of the partnership, and charged against 

. .C'.oogic 
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their refipective capital aceoimta The p&rtnersliip soM large quanti- 
ties of goods to the corporation, which goods were always included 
in the gross sales of the 6rm and the profits arising therefrom were 
accounted for b; the partners in their individual capacity. In 1916, 
the corporation became bankrupt, and A and B in their returns for 
that year have claimed their proportion of the loss arising as a loss 
incurred in buBiness or trade. 

The Committee is clearly of the opinion that the loss was sustained 
by the partners in a transaction entered into for profit but not con- 
nected with their business or trade. However, since no profits were 
reported from other isolated transactions the entire amount of the 
loss must be disallowed. 

33-20-1132. 
O. D. 629. 
A loss sustained by reason of the damage of a pleasure automobile, 
due to an accident fittributable to the icy condition of the streets, is 
not deductible under the provisions of section 214(a) 6 of the Rev- 
enue Act of 1918, as a loss sustained by " other casualty." 



Section 214(a) 4, 5, 6, AxncuE 143: Loss of 2-19-150. 

useful value. O. D. 102. 

No deduction representing extraordinary loss dne to prohibition 
legislation is allowable in the case of vineyards unless such legisla- 
tion necessitates the abandonment of the vineyards. If the vineyard 
is abandoned the amount deductible as a Ices is the cost of the vine- 
yard, or its fair market value as at March I, 1913, if acquired prior 
to that date, plus cost of subsequeoit improvements, lees any deprecia- 
tion previously charged off and any salvage value. No deduction is 
permitted on account of land. It, by reason of legislation passed 
m 1918, the abandonment of the vineyard occurs in 1919, the loss 
deduction may be e<^uaily divided between 1918 and 1919, since the 
law prohibits the utilization of the 1919 crop and 1919 income is to 
be attributed to the manufacture and sale of vintage of 1918 and 
earlier years. (But see 8-19-320 (O. 862), sec 214(a) 8; art. 161.) 



(See 3-19-190; sec. 214(a) 8, art. 162.) Taxpayer with plant 
manufacturing beer bottles, not adapted for any ouer purpose, is 
entitled to a deduction for obsolescence. 



(See 19-20-919, sec 214(a) 8, art 170.) Loss on sale of distil- 
ling plant, the salvage value of which was overestimated. 



SBcnoN 2U(a)j 4, 5, 6, AnnctB 144: Shrink- 9-19-841. 

age in securities and stocks. T. D. 2882(1). 

Insurance companies owning securities taken at market value may 
aot, under section 38 of the Act of August 5, 1909, deduct from 
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gross income as depreciation the net decrease in market value' of 
such securities. 

~ 11-19-378. 

O. D. 216. 

The surrender of stock for the purpose of wiping out an operating 

deficit can not be made the basis of a deduction in the returns of the 

individual stockholders. 



(See 11-19-383; sec 219, art. 343.) Deduction on account of 
shrinkage in the value of property owned by a taxpayer where the 
return is filed by the administrator of the esbite for a decedent. 



(See 24-19-558; sec. 212, art. 23.) Accrued losses from short sales 
of stock. 



O. D. 506. 
A taxpayer who, prior to March 1, 1913, purchased bonds which 
had a market value as of March 1, 1913, above par, and which were 
redeemed at par in 1919, is entitle to deduct, as a loss in 1919, the 
difference between the market value on March 1, 1913, and the value 
received in 1919 upon maturity of the bonds. 

' 21-20-954. 

O. 1036. 



(1) Where a new corporation is organized in November, 1917, hav- 
ing the same stockholders with the same stockholdings as the old 
corporation, to which the old corporation transfers a large amount 
of stocks and bonds at a loss, less than 1 per cent of the purchase 
price being paid in cash and the balance ming paid for bj notes 
secured by the stocks and bonds sold, possession of which was re- 
tained by the old corporation with power of sale in case of default, 
the new corporation having no other assets, the whole transaction 
will be regarded as a sham and a subterfuge to evade taxation and 
the loss will be denied. Article 148, Kegulations 33, revised; article 
144, Regulations 45; article 77, Regulations 41. 

(2) A corporation derives no gain from a sale of its own sto<;k 
previously purchased by it. Article 542, Regulations 46. But inter- 
est paid by stockholders on sales of stock on credit is taxablo income. 

(3) A manufacturer and dealer in merchandise who also deals 
largely in securities is entitled to deduct in full interest on indebted- 
ness secured by such securities under Section G (b) of Act of October 
3, 1913. Such taxpayer is not entitled to deduct such interest in full 
under section 12(a) third of the Revenue Act of 1916, since he is not 
"a dealer only" in such securities. Law Opinion 621. (Also sec 
233, art. 642 ; sec. 234, art. 564 ) 

Noix. — Superseded by L. O. 1036, revised, mllng 40-20-1222. 

, ,, Google 



SECTION 214(a) T.— DEDUCTIONS ALLOWED: 
BAD DEBTS. 

Section 214(a) 7, Article 151: Bad debts. 24-19-564. 

O.D.297. 
The difference between the face value of a note and the amount 
received in compromise is an allowable deduction, provided the 
debtor has no assets out of which the entire amount may be collected 
by suit. However, where the debt is compromised and tne debtor has 
assets out of which the entire debt could have been collected through 
legal action, the difference between the amount received in compro- 
mise and the amount claimed, whether admitted or disputed, can 
not be allowed as a bad debt. 

(See 8-20-753; sec. 214(a) 2, art. 121.) Payment under guaranty 
of interest of an insolvent principal. 

23-20-986. 
O.D.535. 

Bank deposits in Bussian banks can not be considered as worthless 
for the purpose of claiming a deductible loss in a return for the tax- 
able year 1919. The Bureau is informed that Bussian rubles in the 
form of bank deposits were sold during the latter months of 1919 
which would indicate that they were not at that time worthless. 

26-20-1017. 
O. D. 656. 

The amount paid by the administrator as the decedent's share of a 
note upon which he was a coindorser, which amount was not deter- 
mined at the time of the decedent's d&ath, is not deductible in the 
return for the decedent, but is deductible by the administrator, if 
the debt is uncollectible, in his return for the estate for the taxable 
year in which it was paid and charged off on his books. 

The difference between the amoxmt paid by the administrator in 
taking up paper indorsed by the decedent and the appraised value of 
the claim subrogated to the administrator is not deductible by the 
administrator until the claim has been disposed of and the transac- 
tion is closed and completed. (Also sec. 219, art. 343; sec. 214(a) 4, 
5, 6, art. 141.) 

27-20-1041. 
A. R. M. 64. 
A in 1916 and 1917 purchased through a New York bank certain 
credits in two Russian banks. Subsequently A made several efforts 
to communicate with these banks but without success, and the New 
York bank is uno'Ecially informed that these particular banks were 
taken over in the latter part of 1917 by the Russian Federated Soviet 
Republic and their assets dissipated, confused, and destroyed. The 
taxpayer has claimed the amount paid for these credits as a loss in 
his return for 1918. 
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The Committee is of opinion from what is a matter of conmion 
knowledge, and from the statement made as to the endeavor to com- 
municate with the debtors and the information received as to the 
banks' practical abandonment of their business, that the taxpayer 
was justified in charging off theee credits in 1918 as a total loss. 

80-20-1090. 
O. D. 604. 
In 1918, a corporation purchased notes from a merchant and ad- 
vanced sums of money to nim on bills of sale. In January, 1920, it 
developed that the notes were forged and the bills of sale were 
fraudulent. The losses were charged off on books on March 12, 
1920. Held, that the losses are deductible as bad debts rather than 
other losses in t^e taxable year 1920, when they were ascertained 
to be worthless and charged off, r^jardless of when they actually 
became worthless. (Also sec 214(8) 1, art. 111.) 



Section 214(a) 7, Abticlb 152: Examples of 9-20-772. 

bad debts. A.R.R.30. 

An insolvent corporation was heavily indebted to A, its majority 
stockholder. A agreed to take as payment of the company's indebt- 
edness to him the free assets of the company and to assume its 
liabilities other than its bonded indebtedness. This transaction is 
considered a cancellation of the debt due to A and any loss sustained 
by him is deductible only in the return for the year when th© 
transaction took place, and not when the assets were disposed of 
subsequently. The measure of the loss would be the difference be- 
tween the liabilities assumed, including the debt to himself, and the 
value of the assets at the time received by A. 



SECTION 214(a) 8.— DEDUCTIONS ALLOWED: 

DEPRECIATION. 

Section 214(a) 8, Articue 161 : Depreciation. 8-19-320. 

O. 862, 

(a) Where vineyards planted to wine grapes appear to be ren- 
dered useless for profitable operation as vineyards through the enact- 
ment of prohibition legislation, but the owners continue to cultivate 
them in the hope that some new and profitable use for the crop mav 
be found^ a reasonable deduction for obsolescence may be claimed. 
There bemg at this time no data available upon which a determina- 
tion of what constitutes a reasonable deduction may be made, a tenta- 
tive deduction of one-half the loss which would result from the 
total abandonment of the property for vineyard purposes may be 
made in the return for the year in which the legislation was enacted, 
subject to adjustment when the success or failure of the experiment 
shall have been satisfactorily established. 

(6) Where vineyards devoted to the growing of wine grapes are, 
as a result of prohibition legislation, abandoned as vineyards and 
the vines and improvements incidental solely to grape growing are 
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junked and the land employed in other usas, the loss directly result- 
ing may be deducted in determining the net income of the owner, 
care being taken to exclude from the deduction the value of any im- 
provements, such as installation of drainage or irrigation, fencing, 
breaking up of the soil, and similar improvements wmch, while inci- 
dental to tne planting of the vineyard, tend to permanently improve 
the ground for other uses. The allowance for obsolescence will be 
distributed over the period elapsing between the passage of the 
prohibition measure and the dat« when abandonment occurs. 

(c) In general, no deduction for obsolescence or obsoleteness is 
allowable in the case of land, but in exceptional cases, where the 
loss of usefulness through prohibition legislation is so great that the 
land practically becomes worthless, the taxpayer may, upon the 
proper showing, be allowed a reasonable deduction on that account 
for the land as well as for the vines and improvement«. In this case 
the cost or value used as the basis of such Eduction for obsolescence 
or obsoleteness may properly include the value of any improvements 
which when made were regarded as permanently improving the 
land and which have not heretofore been charged off a^i expenses. 
In the case where the entire deduction is claimed in a single year by 
reason of actual abandonment on account of obsoleteness of land, 
vines, and improvements, the amount of such deduction will be the 
difference between the value on March 1, 1913, if acquired prior to 
that date, or the cost, if acquired on or after that date, and the 
salvage or junk value, taking into account any deductions or obso- 
lescence previously allowed. Where a reasonable allowance for 
obsolescence is claimed before actual abandonment, to be spread over 
a period of two or more years, care must be taken to elimmate from 
the sum used as the basis of the allowance any general decrease in 
the value of real estate due to other causes, such decrease being 
deductible only when definitely determined through sale, 

(d) Any return of income from vineyard property in which a 
deduction is claimed as a result of obsolescence must be accompanied 
with an affidavit setting forth fully the facts necessary to a deter- 
mination of the loss properly chargeable to obsolescence under the 
rules above stated. 

(c) Law Opinion 624 and Solicitor's Memoranda 735, 797, and 872 
are modified so far as not in accord herewith. (Superseding 4-19- 
219, T. B. M. 18.) 

4-20-704. 
O. D. 381. 

No amount may be charged off in any year in anticipation of 
obsolescence of a Duilding which may become obsolete 5 or 10 years 
later. However, a certain amount of obsolescence may be claimed 
from the time that it becomes certain that at a definite future date 
the building will be obsolete. The figure representing obsolescence 
should be, approximately, the difference between the fair market 
value of the building as of March 1, 1913, or its cost if acquired after 
that date, less depreciation, and the estimated salvage value. This 
obsolescence should be spread over the period from the time such 
obsolescence becomes certain until the building becomes obsolete 
and should be claimed in the returns filed for those years. For 
instance, the fair market value of a building March 1, 1818, was 

C.ooqIc 
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$80,000. Its depreciated value December SI, 1916, wan represented 
b; $1S,000, and its estimated salvage value will be $5,000 in 1920. 
At that time (Dec. 31, 191S) it was definitely determined and cer- 
tain that in 1920 the building would have to be torn down and re- 
built, due to its inadequacy to meet the growing needs of the induetty 
it housed. The difference between the depreciated value December 
31, 1918, namely, $18,000, and its estimated salvage value of $5,000 
represents obsolescence. This amount of $13,000 should be spread 
over the years covering the period 1919 and 1920 and deductions 
claimed accordingly on the returns filed for those years. In cases 
where obsolescence is claimed it must be supported by facte which 
will enable this office to determine whether such claim is proper and 
allowable. 

9-20-773. 
A.R.R.27. 

Three per cent is held to be a reasonable allowance for depreciation 
of balk freight steamships on the Great Lakes ; however, when due 
to peculiar conditions, it can be definitely determined that the estab- 
lished rate of depreciation will not be suJBcient to return all of the 
capital invested, as at the date of acquisition or March 1, 1913, 
whichever is later, by the time the vessel will be rendered useless, 
an addition to the regular rate to cover obsolescence may be allowed. 
The amount of this addition must be determined upon the basis of 
the facte in each particular case — that is, the type of the vessel in 
question, the fitness for possible use in other lines of transportetion, 
and the date when it can be definitely foreseen that she will be no 
longer commercially useful in this particular line of traffic. 

'Riis rule does not necessarily apply to steamers engaged in other 
lines of traffic, for the reason that there are distinct. differences in tixe 
method of construction and the matter of operation of package 
freighters and passenger steamers and the bulk freighters imder 
consideration. 

(See 15-20-855; sec. 381, art, 941.) Basis for depreciation deduc- 
tions on account of assete acquired in reorganization. 



Section 214(a) 8, Aeticlb 162: Depreciable 1-19-52. 

property. 0. 797. 

An owner of an orchard which has reached an income-producing 
stage is entitled to deduct from gross income in his annual tax re- 
turns an annual allowance for depreciation, based upon the capital 
invested, which comprises the original purchase price of the trees 
together with the necessair expenditures incurred in bringing them to 
the producing age ; and tne rate of depreciation is to be' determined 
by the average ufe of the trees under normal conditions. 

* 3-19-190. 

O. D. 125. 

Property confiid^ing of a plant, including equipment for the 

manufacture of beer Bottles, which because of restrit^ions and regu- 
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latioos by the United States Government on the brewery industry 
can not be sold and ip consequence the factory had to be closed, has, 
to the extent the property or plant was constructed for the manu- 
facture oi beer bottles and is not suited or adapted for any other 
purpose without reconstruction, become obsolete. The corporation 
to that extent is entitled to a deduction for obsolescence. So much of 
the shrinkage in value of the plant, if any, as is not thiis due to 
obsolescence can not be claimed as a deduction for loss until the 
property is sold or becomes worthless and the loss is definitely ascer- 
tained. (Also sec. 214(a) 4, 5, 6, art. 143.) 

7-19-291. 
T. B. M. 39. 
An inventor of a war device, which undoubtedly had a large 
value on January 1, 1918, when the war was on in full force, can not 
now claim a deduction for depreciation and obsolescence based on the 
value of the intangible property as of that date and on December 31, 
1918, after the signing of the armistice, when it is claimed it had a 
very small value. 

(See 30-20-1085; sec. 202, art. 1661.) Sale by taxpayer of per- . 
eonal residence. 

(See 31-20-1102; sec. 214(a) 3, art. 133.) Special assessments 
levied upon property for maintenance and repair of streets and side- 
walks. 

Sbcfion 214(a) 8, Article 163: Depreciation 15-19-445. 

of intangible property. T. B. R. 44. 

(1) Distillers and dealers in liquors are entitled to make a deduc- 
tion (based upon actual cost or fair market value as at March 1, 
1913) from gross income, on account of depreciation or obsolescence 
of their intangibles, such as good will, trade-marks, trade-brands, etc., 
such deductions being limited to assignable assets, the value of which 
has been destroyed by prohibition legislation, and (2) in arriving at 
the taxable income for the first taxable year ending on or after Janu- 
ary 31, 1918, the obsolescence fully accrued on that date is to be 
aUowed as a deduction in computing the income subject to taxation 
under the Revenue Act of 1918, plus a further deduction of such 
proportion of the remaining value of the intangible assets as the 
mterval between January 31, 1918, and the end of the taxable year 
bears to the total interval between January 31, 1918, and January 16, 
1920 (unless at an earlier date the taxpayer discontinues his business, 
in which case such earlier date shall mark the close of the period), 
and (3) for any taxable year following the taxable year just referred 
to a deduction in respect of the value of such intangible assets 
on January 31, 1918, based upon a ratable distribution, wiU be 
permissible. ♦ 

28-19-545. 

T.D.2929 

Article 133, Regulations 45, is modified to read as follows, by 

eliminating therefrom the last sentence reading: "There can be no 



ndiii-Buch allowance in respect to good will, trade names, trade-marks, 
ed. k trade brands, secret f ormulee, or processes " : 

™r! Abt, 168. Depreciation of intangible propcrtj/.— Intangibles the use of which 
V otcf la tbe trade or business Is definitely limited In duration may be the subject of 
oral!! a depreciation allowance. Examples are patents and copyrights, licenses, and 
jui^.jjjfranchisea Intangibles the use of which in the bualnesa or trade Is not so 
] J limited will not usually be a proper subject of such an allowance. If, however, 
.J .''an intangible asset acquired through capital outlay Is known from experience 
til I to be of value Id the business for only a limited period, the length of which 
ascf:i can be estimated from experience with reasonable certainty, such intangible 
asset may be the subject of a d^reciatlon allowance, provided the facts are 
fully- shown in the return or prior thereto to tbe satlsfactloti of the Commis- 

J-:f: " 

\t;r 24^19-665. 

k/ . . O.D.298. 

u^r Deductions from ^o6s income en account of depreciation or 
] [|y obsolescence of intangibles, such a^s good will, trade-marks, and trade- 
r 51 brands, allowed distulers and dealers in liquors, are also applicable 
to brewers. 

30-19-640. 
O. D. 344. 
Depreciation of intangible property as explained in article 163 of 
Regulations 45 applies to all intangible property including patent 
and copyrights, whether acquired for cash, other property, or corpo- 
rate stock. The term " capital outlay " includes corporate stock. 



(See 10-20-777; sec; 202, art. 1561.) Methods of determining 
value of intangible assets as at March 1, 1913. 

17-20-884. 
O. D. 472. 

Obsolescence is not ordinarily applicable in the case of intan^bles 
but will be allowed in exceptional cases, as in the case of the discon- 
tinuance of a going business because or the exhaustion of its source 
of supply, where tne cost of the good wUl, or its value as of March 
1, 1913, if acquired prior to that date, can be definitely shown and 
the period of its obsolescence determined with reasonaole accuracy. 

To sustain a claim for deduction for obsolescence of good will, it 
must be shown that the good will will be of no value at the close 
of an approximately definite period, and that the taxpayer will be 
forced to discontinue the business and be unable to continue in any 
similar business. 

An allowance for obsolescence of good will will be made only in 
connection with such good will as is assignable, as distinguished from 
good will attaching to individuals ownmg or conducting a business, 
or to the premises at which it is or was conducted ; and no allowance 
for obsolescence will be granted in any case where, in connection 
with the operation of the Dusiness, the good will will be valuable in 
another business after the termination of the business in which the 
taxpayer is engaged. 

A corporation engaged in the business of sampling ores is entitled 
to a deduction for obsolescence not only of its plant and equipment 
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but for value of good will existing and having a definitely established 
value as of March 1, 1918, or acquired thereafter by capital outlay, 
if it can be shown that the plant and equipment wil! be useless and 
the good will of no value at the close of an approximately definite 
period by reason of exhaustion of the ores on which its business 
depends. 



(See 29-20-1076; sec. 214(a) 4, 5, 6, art. 141.) Deductibility of loss 
of good will. 



Sbotion 214(a) 8, Aeticle 164: Capital sum 21-19-524. 

recoverable through depreciation allowances. O. D. 283. 

Replacement value of property can not be sut^ituted for the cost 
of the property, as the cost of replacement at a time some years in 
the future is a speculative figure which can not be used as a basis for 
determining an annual depreciation charge. The depreciation charge 
win replace the amount of the original capital outlay, which may be 
more or less than adequate to replace the item to which it applies. 
If less than adequate, new capital must be provided from surplus Or 
otherwise to effect the replacement. 



34-30-1148. 
O. D. 639. 
A corporation engaged in refining gasoline was liquidated and its 
assets distributed among its four stockholders who immediately 
formed a partnership, turning over to it at their book value the assets 
received in the liquidation. The fair market, value of the assets as at 
the date of liquidation of the corporation is held to be the cost of the 
assets to the stockholders who as partners turned the assets over to 
the partnership. Such amount represents the cost of the assets to the 
partaership and must be used by the partnership as the basis for 
computing depreciation deductions with respect to such assets. In 
the case of automobiles and office furniture, the method outlined on 
page 64 of the Oil and Gas Manual for computing depreciation does 
not apply, the amount to be claimed each year being the quotient 
obtained by dividing the market value of the particular piece of 
property as at the date of liquidation of the corporation and the 
establishing of the partnership by the number of years in the esti- 
mated life of the property from that date. The method prescribed 
by the manual is not necessarily applicable in the case of a gasoline 
absorption plant. If it appears that its useful life from uie date 
upon which the corporation was dissolved and the partnership was 
formed will be less than four years, its market value should be 
reduced by a 20 per cent estimated salvage value and the remaining 
80 per cent should be apportioned equally over the years in its esti- 
mated useful life from that date. 
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Section 214(a) 8, Ahticlb 165: Method of 16-20-862. 

computing depreciation allowance. A. B. It. 45. 

Wlien delicate machinery designed for the manufacture of a cer- 
tain product is used in manufacturing a product of much coarser 
materials for which use it is not fitted, and is operated at a heavy 
overload of its normal capacity, the owner is ^tiued to deduct from 
gross inc<«ne an amount representing extraordinary depreciaticm. 

Sbcttion 214(a) 8, Ahticlb 167: Depreciation 2(^-19-506, 

of patent or copyright. T. B. R. 59. 

Revenue Act of 1916 as amended and Revenue Act of 1917. 

(a) Depreciation of patents acquired prior to March 1, 1913, 
should be taken on the basis of their fair market value as of that date, 
if affirmative and satisfactory evidence of such value is offered. 

(6) Inve^ed capital of a corporate taxpayer for the year 1917 
should be reduced by the amoimt of its income tax for the year 1916 
as of the date upon which such tas became due and payable. (Also 
sec. 326, art 846.) 

10-20-779. 
A. R. M. 35. 

A invented Certain apparatus and secured United States patents 
thereon. The patents were assigned to a foreign corporation under 
an agreement by which he retained 40 per cent interest in profits 
therefrom. Legal title to the patents passed to the company sub- 
ject to the agreement mentioned. A's interest was recognized by 
the company and by the United States licensees under the patents. 
The committee is of the opinion that the agreement should be recog- 
nized as giving A a depreciable interest in the patents. 

The value of each patent as at March 1, 1913, should be segregated 
and the depreciation allowable thereon determined on the basis of 
its own life instead of using as a basis the average life of all the 
patents and the value of all the patents in bulk. Of the total depre- 
ciation allowable for any year, 60 per cent is deductible in the return 
of the company and 40 per cent in A's return. 

(See 20-20-934; sec. 214(a) 1, art. 101.) Deduction of amounts 
expended in litigation defending title to a patent. 

Section 214(a) 8, Articlb 170: Closing depre- 
ciation account, 

(See 30-19-689^ sec. 214(a) 4, 5, 6, art. 141.) Adjustment of de- 
preciation and gain or loss when equipment is retired from use. 

1&-20-919. 

A. R, R. 93. 

A corporation engaged in the distilling business was compelled by 

operation of law to cease manufacturing in 1917. In accordance 

, vCoogIc 
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wiih authorized practice the company claimed an allowance for 
obsolescence of its properties, which after being deducted left an 
apparent remaining value of 150a: dollars. The plant was actually 
sold in 1918 for 25x dollars. 

The Unit disallowed the loss claimed by the company on the 
ground that it was excessive, but it is the opinion of the Cx>mmittee 
that the actual sale in 1918 for 25a; dollars conclusively established 
that the company's estimate of remaining value was too high and 
recommends, therefore, that the loss as daimed be allowed in full. 
(Also sec. 214(a), 4, 5, 6, art. 143.) 



SECTION 214(a) 9.— DEDUCTIONS ALLOWED: 
AMORTIZATION. 

Section 214(a) 9, Ahticue 181: Scope of pro- 
vision for amortization. 
(See 15-1&^52; sec. 326, art. 840.) Effect on invested capital of 

amortization deducted under the munitions manufacturers' tax law. 

(See 26-19-597; sec. 801, art. 715.) Amortization when part of in- 
come is from Government contracts. 



Section 214(a) 9, Article 182: Property cost 

of which may be amortized. 

(See 16-19-464; sec. 234, art. 561.) Equipment for manufacture 
or production of sugar. 

Section 214(a) 9, Article 184: Cost which 5-19-249. 

may be amortized. T. D. 2869. 

Paragraph 3 of article 184, Regulations 45, is amended to read as 
follows : 

(3) In the case of other property the basts for amortization calcnlatlon shall 
be the estimated value ol the property to the taxpayer In terms of Its actual 
Dse or employment In his going business, such value In no case to be less thaa 
the sale or salvage value of the property : Provided. hotDever, That in no case 
shall the preliminary estimate (for purposes of returns to be made in 1919) of 
the amount of such amortization exceed 25 per cent of the cost of the property. 
In the final determination the amount of the amortisation all<5wance will be 
ascertained upon the basis of stable postwar conditions under r^alatlons to 
be promulgated when these conditions become apparent. 

(See 3-20-692; sec. 250, art. 1005.) Five per cent penalty and 
interest, as applied in cases where excessive amortization has been 
deducted in returns. 



Section 214(a) 9, Article 187 : Redetermina- 31-19-646. 

tion of amortization allowance. A. B. M. 10. 

That part of section 214(a) 9, which reads "at any time within 
three years after the termination of the present war," is conirued to 
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place a limitation only upcsi the letteat date before which tiie con- 
templated redetermination and adjustment of amortization must be 
made, and not upon the eadiest date at which it might be undertaken. 
Therefore, taxpayers need not await the formal termination of the 
present war, but may present to the Commissioner their claim for a 
redetermination at any time prior to three years after such termina- 
tion. 

SECTION 214(a) 10.— DEDUCTIONS ALLOWED: 
DEPLETION. 

Section 214(ft) 10, Article 201: Depletion of 

mines, oil, and gas wells. 

(See 15-20-856; see. 381, art, 941.) Basis for depletion deductions 
op account of assets acquired in reorganization. 

18-20-900. 
S. 1365. 

A lease to mine coal in the State of Pennsylvania which gave to 
the lessee the right to mine, remove and dispose of all the coal in, 
upon and under certain lands owned by the lessor, which he could 
by dilijgent mining operations remove within the period of the lease, 
is hela not to constitute a sale of coal in place, and the royalties 
received thereunder are income to the lessor. 

" Gross value at the mine," as used in paragraph G(b) of the 
Act of October 3, 1913, means, in the case of a coal mine, the market 
value of the prepared coal at the mine, where such value is estab- 
lished by actual sales at the mine; and where the market value is 
established at some place other than the mine, the gross value at the 
mine means the price for which the coal is sold less transportation 
charges. 

The annual deduction allowable to the lessor for depletion in this 
case, under the Revenue Act of 1916, is to be determined by dividing 
the fair market value of the entire body of coal in place on March 1, 
1913, by the estimated content of the mine in tons and multiplying 
the result so obtained by the number of tons of coal taken out each 
year. (See art. 172, Eegulation 33, revised.) In the absence of 
evidence showing a change in value between March 1, 1913, and 
May 1, 1914, -the price at which the property was offered for sale on 
the latter date may be accepted as its fair market value on March 1, 
1913. (Also art. 210.) 

(See 29-20-1068; sec. 202, art, 1561.) Computation of gain or 
loss from sale of mines, oil and gas wells. 



Secttion 214 (a) 10, Article 202 : Capital recov- 1-19-58, 

erable through depletion allowance in the T.B.R,4. 

case of owner. 
The amount recoverable by a taxpayer without liability to tax 

under the War Revenue Act of 1918, either by way of deduction for 
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depletion or of the return of capital upon the sale of the property, 
is the oost of the property, its fair market value at March 1, 1913, or 
within 30 days after discovery, as the case may be, minus the amount 
of depletion (based upon the same cost or value) actually sustained 
prior to January 1, 1918, whether or not all of such amount has 
been allowed for the purpose of computing net income under earlier 
income tax ^ws. 

2-20-674. 
A. R. M. 17. 
A lessor of mining property who waived his ri^t to royalties for 
several years on account of the fact that the mine was operated at a 
loss, and received all of the royalties in the year 1917, may, if he 
has submitted returns for those years on a cash receipts and pay- 
ments basis, deduct from the income received in 1917 such depletion 
allowance as appertains to that income. (Also sec. 212, art. 23.) 



SECTnoN 214(a) 10, Article 203: Capital re- 20-20-938. 

coverable through depMion allowance in the L. O. 1033. 

case of lessee. 

INCOME TAX: SECTION 12(ft), ACT OF SBFTEUBOB 8, 1916. 

Where a corporation, organized for the purpose, takes over a 
mining lease, issuing its entire capital stock to the individual owners 
of the lease in the proportion of their respective interests therein 
the " capital actually invested in the lease," for the purpose of the 
deductions allowed by section 12(a) of the Act of September 8, 1916, 
is the fair market value of the stock so Issued. (Also sec. 234, 
art. 661.) 

Seoiiok 214(a) 10, Abticle 220: OH and gas 31-19-647. 

wells. T.D.29B6. 

Article 220(a): Discovery — proven tract or 

lease — property — disproportionate value. 
Article 221 : Proof of discovery of oil and gas 
wells, 
Itegulations 45 are hereby amended by. substituting for articles 220 
and 221 as they now stand the following three articles : 

ABT.220. Oil and gag we i(«.— Section 214(a) (10) and section 234(a) (9) 
provide that taxpayers who discover oil and gas wells on or after March 1, 
1913, may, under the circumstances tfiereio prescribed determine the fair 
market value of such property at the date of discovery or within 30 days there- 
after for the purpose of ascertalDlng allowable deductions for depletion. Be- 
fore such valuation may be made the statute requires that two conditions 
precedent be satisfied, (1) that the fair market value of such property (oil and 
gaa wetls) on the date of discovery or within 30 days thereafter became ma- 
terially disproportionate to the cost, by virtue of the discovery, and (2) that 
such oil and gas wells were not acquired as the result ot purchase of a pi^oven 
tract or lease. 

Abt. 2204a). DUcoverv^Proven tract of tease — Property ditproportkmate 
value. — (1) For the purpose of ttaese sections of the Revenue Act ot 1918, an oil 
or gas well may be said to be discovered when there la either a natural exposure 
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of ol) or gas, or a diilllag that discloses tbe actual and physical presence of olt 
or ga.8 in qnantltiefi sufflcient to Justify commercial exploitation. Qnantlttes 
sufficient to justly commercial exploitation are deemed to exist when the quan- 
tity or quality of the oil or gas so recovered from the well are such as to 
afford a reasonable expectation of at least returning the capital Invested In 
such well through the sale of the oil or gas, or both, to be derived therefrom. 

(2) A proven tract or lease may be a part or the whole of a proven area. 
A proven area for the purposes of this statute shall be presumed to -be that 
portion of the productive stind or zone or reservoir included In a square sur- 
face area of 160 acres having as Its center the mouth of a well producing oil 
or gas In commercial quantities. In other words, a producing well shall be 
presumed to prove that portion of a given sand, zone, or reservoir which is In- 
cluded in an area of 160 acres of land, regardleM o} Sf^vate ftottndaries. The 
center of snch square area shall be the mouth of the well, and its sides shall be 
parallel to the section lines established by the United States system of public 
land surveys in the district in which it Is located. Where a district Is not 
covered by the United States land surveys, the sides of said area shall run 
north and souUi, east and west. 

So much of a taxpayer's tract or lease which lies within an area proven 
either by himself or by another is " a proven tract or lease " as contemplated 
by tlie statute, and the discovery of a well thereon will not entitle such tax- 
payer to revalue such well for tlie purpose of depletion allowances, unless the 
tract or lease had been acquired before It became proven. And even though a 
well Is brought In on a tract or lease not included In a proven area as hereto- 
fore defined, nevertheless It may not entitle the owner of the tract or lease in 
which sitch weii is located to revaluation for depletion purposes. If such tract 
or lease lies within a compact area which Is immediately surrounded by proven 
land, and the geologic structural conditions on or under the land so Inclosed 
may reasonably warrant the belief that the oil or gas of the proven areas ex- 
tends thereunder. Under such circumstances the entire area is to be regarded 
as proven land. 

(3) The "property" which may be valued after the discovery Is the "well." 
For the purposes of these sections the " well " is the drill hole, the surface 
necessary for the drilling and operation of the well, the oil or gas content of 
the particular sand, zone, or reservoir (limestone, breccia, crevice, etc.) in 
which the discovery was made by the drilling and from which the production is 
drawn, to the limit of the taxpayer's private bounding lines, but not beyond the 
limits of the proven area as heretofore provided. 

<4) A taxpayer to be entitled to revalue his property after March 1, 1913, 
for the purpose of depletion allowances must maite a discovery after said date 
and snch discovery must result in the fair market value of the property becom- 
ing disproportionate to the cost. The fair market value of the property will be 
deemed to have become disproportionate to the cost when the output of such 
well of oil or gas affords a reasonable expectation of returning to the taxpayer 
an amount materially in excess of the cost of the land or lease if acquired 
since March 1, 1913, or Its fair market; value on March 1, 1913, If acquired prior 
thereto, pins the cost of exploration and development work to the time the well 
was brought In. 

Abt. 221, Proof of discovery of oil and gas loeKs. — In order to meet the re- 
quirements of the preceding article to the satisfaction of the Commissioner 
the taxpayer will be required, among other things, to submit the following vrith 
his return: (a) A map of convenient scale, showing the location of the tract 
and discovery well in question and of the nearest producing well, and the de- 
velopment for a radius of at least 3 miles from the tract In question, both 
on the date of discovery and on the date when the fair market value was set ; 
(6) a certified copy of the log of the discovery well, showing the location, the 
date drilling began, the date of completion, and the beRlnning of production, the 
formations penetrated, the oil, gas, and water sands penetrated, the casing 
record, including the record of perforations, and any other information tending 
to show the condition of the well and the location of the sand or zone from 
which the oil or gas Is produced on the date the discovery was claimed; (c) 
a sworn record of production, clearly proving the commercial productivity of 
the discovery well; (d) a sworn, copy of the records, showing the cost of the 
property; and (e) a full explanation of the method of determining the value 
on the date of discovery or within 30 days thereafter, supported by satisfactory 
evidence of the fairness of this value. 
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Section 214(a) 10, Article 220(a) : Dis- 22-20-970. 

covery — proven tract or lease — property — O. D. 52T. 

disproportionate value. 

1. In determimng the market value, for depletion purposes, of 
"property" upon which oil or gas wells have been discovered since 
Marcii 1, 1913, the "private bounding lines" mentioned in article 
220(a) 3, refer to the exterior limit of a continuous tract held under 
lease or leaaea or in fee hy the taxpayer. 

2. Wells drilled upon a proven tract which has jQready been 
valued under provision of section 214(a) 10 of the Act have no 
significance upon the value previously given the " property." But 
wells brought in upon a proven area stiU further e^«na the proven 
area to the extent provided in article 220 and can not be revalued 
unless the land was acquired before proven. 

3. If a welt should be drilled in the comer of » quarter section of 
land owned by the taxpayer, to be able to value the portion of the 
quarter section not proven by the well, it would be necessf^ fdr 
otlier wells to be brought in upon the area not covered by the first 
well. (Also art. 320.) 

Section 214(a) 10, Article 222: Charges to 26-19-589. 

capital and to expense in the case of mine. O. D. 314. 

All expenditures by a mining company for prospecting and devel- 
opment lor the purpose of enlarging the business or continuing it 
beyond its present limits must be charged to capital account. 



Seopon 214(a) 10, Abticle 228: Capital re- 1-19-60. 

coverable through depletion allowance in the O. D. 43. 

case of timber. 
In the case of timberland acquired' prior to March 1, 1913, de- 

Ed^ion may be based on the average value on that date of all timber 
ocated in a single operation unit. In other words, the average value 
may be determined independently for each separate operation unit. 
A separate operation unit should include all timber which should 
logically be manufactured at a single definite mill site. 



Section 214(a) 10, Article 234: Determina- 18-19^183. 

tion of fair market value of timber. T. D. 3916. 

Regulations 45 are amended by the insertion of article 234, as 
follows : 

Akt. 284, Determituiti^n of fair market value of (tm&er.— Where the fair 
market value of the property at a specified date In lieu of the cost thereof is the 
basis (or depletion and depredation deductions, such value must be determined, 
sabject to approval or revision by the Commissioner, by the owner of the prop- 
erty in the light of tie most reliable and accurate Information with reference to 
the condition of the property as It existed at that date, regardless of all subse- 
quent changes, such as changes in surrounding clrcumstaoces, in methods of 
exploitation, In degree of utilization, etc. The value sought should be that 
established assuming a transfer between a willing seller and a willing buyer as 
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of that particular date. No rule or metbod of determining tlie fair market 
value of timber property is prescribed, but the CommlBsioDer will give due 
weight and consideration to any and all facts and evidence having a bearing on 
the market value, such as cost, actual sales, and transfers of similar properties, 
market value of stock or shares, royalties and rentals, value fixed by the ownfi' 
for pnrposes of the capital stock tax, valuation for local or State taxation, 
partnership accountings, records of litigation In which the value of the property 
was In question, the amount at which the property may have been inventoried 
in probate court, disinterested appraisals by approved methods, and other fac- 
tors. For depletion purposes the coat of the timber or its fair market value at 
a "i^ieclfied date shall not Include any part of the cost or value of the land. 



Section 214(a) 10, Article 235: Determina- 18-19-483. 

tion of quantity of timber. T. D. 2916. 

Begulations 45 are amended by the insertion of article 235, as 
follows : 

Abt. 23S. Determination of quantitp of timber. — Each taxpayer claiming a 
deduction for depletion is required to estimate with respect to each separate 
timber account the total units (feet board measure, cords, or other units) of 
timber reasonably known or on good evidence believed to have existed on the 
ground on March 1, 1913, or on the date of acquisition of the property, as the . 
case may be. The taxpayer, according to hts best knowledge and belief and in 
the light of the most accurate and reliable Information, will estimate the num- 
ber of units of timber actually present upon the specified date. This estimate 
will state the number of units which would have been found present by a care- 
fill estimate made on the specified date with the object of determining 100 per 
cent of the quantity of timber which the area would have produced on that date 
If all of the merchantable timber had been cut and utilized in accordance with 
the standards of utilization prevailing in that region at that time. 

If subsequently during the ownership of the taxpayer making the return 
additional units of timber are found to be available for utilization as the re- 
sult of the growth of the timber, of closer utilization of the timber, of the 
ntlllzatloD of ei^edes of trees not formerly utilized, of underestimates of the 
quantity of timber available on the specified date, etc., which were not taken 
Into account in estimating the number of units for purposes of depletion, or 
if it shall be found in the course of operation that timber included In the esti- 
mate Is not merehantable'as the result of deterioration through rot or other- 
wise, or that the original estimate was too great, a new estimate of the re- 
coverable units of timber (but not of the cost or the fair market value at a 
specified date) shall be made, and when made shall thereafter constitute a basis 
for deletion. In the selection of the unit or units of estimate the custom ap- 
plicable to the given type of timber in the given region should be considered'. 



SECTION 214(a) 11.— DEDUCTIONS ALLOWED: 
CHARITABLE CONTRIBUTIONS. 

Section 2U(a) 11, Article 251: Charitable 1-19-56. 

contributions, O. D. 39. 

Contiributions by citizens of a city to a fund raised for the purpose 
of inducing an industrial plant to locate in their city are not deducti- 
ble in calculating net income for income tax purposes. 

1-19-61. 

O.D.44. 

Contributions to the National Dry Federation are not deductible. 

C.oo>;lc 
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2-19-152. 

O. D. 104. 
CoDtributions made for the purpose of purchasing land and im- 
proving same for use as a public park or recreation ground, which 
IS to be dedicated as a memorial to soldiers and sailors who served 
in the late war, are not deductible for income tax purposes. 



{See 3-1&-181 ; sec. 213 (b), art. 77.) Owner of nontax-free Liberty 
bonds, making a gift of the coupons attached, to an institution under 
section 214(aT, H- 

3-19-191. 

S. 992. 

Contributions to the Council of National Defense are deductible 

for purposes of the income tax by individuals both under the Revenue 

Act of 1917 and the Revenue Act of 1918, up to the amount of 15 

per cent of the net income of the taxpayer. 

3-19-192. 

O.D.126. 
The value of property given by an individual to a public high 
school for athletic purposes is not deductible in the income tax 
return of such individual. 

8-19-321. 

S. 1052. 

A contribution or gift of money to a board of education of a 

school district, which has been created a body corporate by the lawa 

of the State, is an allowable deduction in computing net income. 

8-19-322. 
O. D. 185. 
Proportionate share of contributions made by partnership to 
charitable organizations may be claimed as deduction by individual 
member to amount not in excess of 15 per cent of taxpayer's net 
income computed without benefit of paragraph 11, section 214(a), 
Revenue Act of 1918. 

11-19-379. 
^O.D.217. 
Contributions to a family cemetery corporation organized under 
the laws of the State of New York are not allowable d^actiona 



(See 20-19-511; sec. 219, art 341.) Deductibility by an estate or 
trust of income set aside for a charitable corporation not yet in 
operation. 
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28-19-546. 
S. 1176. 
Contributions or gifts for the support of an association organized 
and operated exclusively for the purpose of giving musical concerts, 
the programs being of an educational chara^r, and no part of the 
net earnings under its charter inuring to the benefit of any private 
itockholder or individual, are deductible, within the limits prescribed 
by the statute, in ascertaining the net income of the donor. (Also 
sec. 281, art. 517.) 

2^19-566. 
O.D.299. 
Premiums paid on a life insurance policy are allowable deductions ■ 
from gross income when the beneficiary is a charitable corporation 
exempt from tax, provided the beneficiary named can not be changed 
at the option of the insured and the sum of the annual premium plus 
other aUowable charitable contributions does not exceed 15 per cent 
of the taxpayer's net income. 



26-19-690. 
A. KM. 2. 

Pew rents and so-called assessments and dues paid to churches 
are to be regarded as "contributions" within the meaning of sec. 
•214(a) 11, Revenue Act of 1918. 



27-19-602. 
S. 1202. 
Contributions made to a fund established for the pensioning of 
members of a municipal police force, where such fund is in control 
of a committee constituted by law, are contributions to charity within 
the meaning of section 214(a), paragraph 11, of the Revenue Act of 
1918, and are deductible in computing the net income of the persons 
making such contributions. 

30-19-641. 
O. D. 345. 

An association incorporated under the laws of Porto Rico for the 
purpose of soliciting and obtaining donations to be used in recon- 
struction work and for charitable purposes in portions of Porto Rico 
devastated by earthquake and tidal wave is held to be an association 
organized and operated exclusively for charitable purposes. 

Contributions to such an association by individuals are deductible 
in income tax returns which are subject to jurisdiction of the Bureau 
of Internal Revenue to the extent provided in section 214(a), 11, 
Bevenue Act of 1918. Contributions by corporations to such an 
association are not deductible. 

Income tax returns filed in Porto Rico are beyond the jurisdicticMa 
of the Bureau of Internal Revenue. 
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5-20-716. 
O. D. 389. 
The CoDununity Service (Inc.) is a charitable and educational 
corporation exempt from taxation under the provisions of section 
231 (6) of the Revenue Act of }918 and, therefore, contributions made 
to it by individuals are deductible to the extent provided in section 
214(a) 11. (Also sec. 231, art. 617.) 

7-20-740. 
O. 979. 
Where a s^ft is otBer than money, the basis of calculation of the 
amount of die gift for the purpose of the deduction allowed under 
section 214(a) , 11 shall be tke cost of the property or its fair market 
value as of March 1, 1913, if acquired prior thereto, after deducting 
from such cost or value the amount^ if any, which has been or should 
have been set aside and deducted m the current year and previous 
years from gross income on account of depreciation and which has 
not been paid out in making good the depreciation sustained. 

8-20-755. 
S. 1246. 
Contributions or gifts made to a corporation organized and oper- 
ated exclusively for the purpose of erecting and maintaining monu- 
ments or other like memorials are not allowable deductions in com- 
puting net income of individuals contributing thereto, even though 
no part of the net earnings of such corporation inures to the benefit 
of any private stockholder or individual, such corporations not being 
charitable or educational institutions within the meaning of the 
Revenue Act of 1918. The status of corporations whose purposes in- 
volve a positive dissemination of knowledge should be determined on 
proper facts submitted in each case. (Also sec. 231, art. 517.) 



(See 1^20-834; sec. 231, art. 519.) Contributions to the Ameri- 
can Legion. 

15-20-856. 

T. D. 2998. 

Article 2^1 of Regulations 45 is hereby amended to read as follows : 

Art. 251. Charitable coniri button*.— Contributions or gifts withlD the taxable 
year are deductible to an aggregate amount not in excess of 15 per cent of tlie 
taxpayer's net Income, including eucb payments, if made (ffl) to corporations or 
aasodatlona of the Iclnd exempted from tax by subdivision (6) of section 231 
of the statute, or (b) to Ihe special fund for vocational rehabilitation under 
the Vocational Rehabilitation Act of June 27, 1918. (For a discussion of what 
corporations and associations are included within (a) see art 517.)' A gift to 
a common agency (as a war chest) for several such corporations or associa- 
tions Is treated like a gift direct to them. In connection with claims for this 
deduction there shall be stated on retnrns of Income the name and address of 
each organization to which a gift was made, and the approximate date and 
the amount of the gift In each case. Where the gift is other than money the 
1>asls for caiculatton of the amount of the gift shall be the coat of the property. 
If acquired after February 28, 1&13, or its fair market value as of March 1, 
1913, If acquired prior thereto, after deducting from such cost or valife the 
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amoimt. If an;, which has been or which should have been set aside and deducted 
In the currwit year and prevloua years from gross Income on account of 
depreciation, and which has not been paid out In making good the depreciation 
sustained. A gift of real estate to a city to be maintained perpetually as a 
public park is not an allowable deduction. The proportionate share of 
contributions made by a partnership to corporations or associations of the kind 
included In <a) above and to the special fund for vocational rehabilitation 
specified in (6) may be claimed as deductions in the personal returns of the 
partners to an amount which, added to the amount of such contributions made 
by the partner individually. Is not in excess of 15 per cent of the partner's 
net Income computed without the benefit of the deduction for such contributions. 
However, the contributions made by the partnership shall not be deducted from 
its gross income in ascertaining the amount of its net income to be reported 
on Form 1065, revised. (See art. 821.) This article does not apply Eo gifts by 
estates and trusts or corporations. (See sec. 219 of the statute and arts. 561 
aod 562.) 

This decision supersedes Treasury Decisions 2966 and 2977. 

16-20-863. 
O. D. 465. 
A contribution of money toward the cost of an article presented by 
the contributors to a corporation organized exclusively for educa- 
tional purposes is deductible from the gross income of the donors 
within the 15 per cent limitation provided by section 214(a) 11 of 
the Revenue Act of 1918. The character of tiie organization receiving 
the gift rather than the purpose to which the gift is put is the test or 
deductibility. 

22~20-«71. 
S. 1362." 



TAX: BBCTION S14{a) 11, BBTENUE ACT OF 1918. 

An association engaged in disseminating propaganda to encourage 
the passage of labor legislation is not an educational association 
within the meaning of section 214(a) 11 and therefore contributions 
to it may not be deducted from gross income when computing net 
income subject to taxation under the Revenue Act of 1918. (Also sec. 
231, art. 517.) 

(See 3^20-1156; sec. 320, art. 801.) Deduction of charitable con- 
tributions by partnerships in computing net income subject to excess 
profits tax. (Revenue Act of 1917.) 



SECTION 214(a) 12.— DEDUCTIONS ALLOWED; 
LOSS IN INVENTORY. 

Section 214(a) 12, Article 261 : Losses in 3-19-193. 

inventory and from rebates. T, B. K. 10. 

In the case of a taxpayer making a return for a fiscal year begin- 
ning in 1917 and ending in 1918, sections 214(a) 12 and 234(a) 14, 
relating to loss in inventory, apply to the computation of the tax 
tmder me Revenue Act of 1916 and the Revenue Act of 1917 at the 

1917 rates, as well as to the computation under the act of 1918 at the 

1918 rates. , 1,00*^10 
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6-19-251, 
T. B. K. 15. 
Goods ordered in 1918 and delivered in 1919, where title has not 
passed until subsequent to the close of the tax&ble year 1918, can 
not be included in the 1918 inventory, and any loss realized upon such 
transactions are losses of the taxable year 1919. (Also sec. 234, 
art. 561.) 

8-19-323. 

O.D.186. 
Claims for losses in inventories of the taxable year 1918 are to 
embrace all items of the taxpayer's inventories, so that gains made in 
any sales of certain items or classes of goods will be used to offset 
losses in others and the net result as to the entire inventory deter- 
mined. If the final computation shows a net gain over all inventory 
items sold, no claim for loss in any particular item or items will be 
sustained. 

17-19-471. 
O.D.263. 
Shrinkage in inventory values sustained during 1919 by a part- 
nership business which prior to November 4, 1918, was operated 
as a corporation may not be taken as a deduction from the net income 
of the corporation for the taxable year 1918. The change from corpo- 
ration to partnership precludes the individual taxpayer from charg- 
ilig any net losses against the former corporation taxpayer as sucn, 
even though the individual partners were stockholders of the former 
corporation. (Also sec. 234, art. 561.) 

26-20-1028. 
A. K. K. 155. 
Where a manufacturer sold and delivered,in 1918 certain goods 
which were returned to him in 1919 and resold at a loss, there was 
no loss in 1918 " resulting from a material reduction of the value of 
the inventory " since the goods in question were not included in the 
inventory as of December 31, 1918; neither were "any rebates made 
after the close of the taxable year 1918 pursuant to contracts upon 
sales made during that year ; but any loss resulting by reason of sudi 
acceptance and resale was due to the taxpayer's own act and election 
in 1919, and may not properly be charged against profits of the 
year 1918. (Also sec. 214(a) 1, art. 111.) 



Section 214(a) 12, Article 262 : Loss from rebates. 28-19-614. 

A. R. M. 4. 

Rebates actually paid after the close of the taxable year, other 

than those paid in pursuance of contracts entered into during such 

year upon sales made during such year, are not allowable deductions 

under section 214(a) 12, Revenue Act of 1918. 

, ,, Google 



O. D. 382. 
B«bates made during 1919 on account of defective goods pur- 
chased in 1918 are not of the class referred to in section 214(a) 12 
or section 234(a) 14 of the Revenue Act of 1918 and can not, there- 
fore, be included in a claim for abatement or refund filed under the 
provisions of those sections. 

Section 214(a) 12, Akticle 263 : Loss in inventory. 1-19-64. 

O. D. 47. 
In fixing the cost of the manufactured articles inventoried, all of 
the costs of manufacture applicable to the particular article may 
be taken into consideration, but no claim will be allowed for specu- 
lative or anticipated profits. No claim should be made for the loss of 
an anticipatea profit on labor or material used in producing the 
articles. 

12-19-402. 
T.B.M.52. 
An inventory loss can not he proven by evidence showing that a 
loss has been sustained in respect of a part of the inventory, with- 
out showing that the amount of the loss for which the claim has 
been filed has not been offset by profits made on the remainder of the 
inventory. " Temporary fluctuation," as used in the statute, means a 
fluctuation in prices, which does not develop Into a steady settled 
market. 

5-20-717. 
O. D. 390. 
An established loss throngh reduction after the dose of the taxable 
year 1918 in the value of liquor inventoried at the close of that year 
and remaining unsold at the close of the taxable year 1919 constitutes 
an allowable deduction under section 214(a) 12 of the Revenue Act 
of 1918. The lack of market for and lack of market value of the 
liquor must be established, 

(See 9-20-765; sec. 203, art. 1582.) Inventory value of stocks of 
liquor on hand December 81, 1919. 



(See 30-20-1087; sec. 212, art. 26.) Decrease in value of material 
delivered subsequent to dose of taxable period, but contracted for 
prior thereto. 

SfionoN 214(a) 12, Article 266: Claims. 3-19-194. 

T. B. R. 9. 
A taxpayer filing a daim for abatement for loss in inventory 
should be required to base his claim in good faith upon all the infor- 
mation available to him at the time of filing his return for the 
taxable year 1918. 
, ll417'-20 10 n,g,.cd,yG00glc 
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6-19-275. 
O. D. 164. 

In case a taxpayer filed claim for abatement based on fact that 
he has sustained substantial loss from reduction in value of inven- 
tory, bond having been furnished, payment of second installment 
of tax should be based upon the tax computed on an amount of 
net income remaining after deduction thereftom amount represented 
by the claim. Abatement claims may be supplemented by support- 
ing data relative to inventory pending consideration of clami. 



Section 214 (a) 12, Aoticle 268 : Effect of ll-lft-380. 

claim in abatement. O. D. 218. 

Where a partnership desires to avail itself of the provisions of 
section 214(a) 12, and section 234(a) 14 of the Revenue Act of 1918, 
it is necessary for each member of the partnership to file a separate 
'claim in abatement with respect to the tax assessed a^inst his pro 
rata share of the profits of the firm. Each partner vnll also be re- 
quired to furnish a separate bond in the requisite amount as required 
by article 268 of the He^lations. (Also sec, 218, art. 321.) 

21-19-525. 
T. D. 2925. 



The bond executed on Form 1124, pursuant to article 268 of Regu- 
lations 45, together with the abatement claim, shoidd be forwarded 
by the collector to the Commissioner of Internal Revenue. When he 
has approved the bond he will cause it to be attached to the abate- 
ment claim. 

In case the claimant, in accordance with the provisions contained 
in section 1320 of the Revenue Act of 1918, elects to offer, in lieu of 
the surety or sureties provided for on Form 1124, United States Lib- 
erty bonds or other bonds of the United States as security, he should 
execute in duplicate a bond and agreement on Form 1124a. The 
original should accompany the United States bonds offered as secur- 
ity ; the duplicate should be forwarded by the collector with the 
abatement claun to the Commissioner. If such bond and agreement is 
executed by a corporation a duly certified copy of the resolution of 
the board of directors authorizing the execution should be attached. 
The United States Liberty bonds or other bonds of the United States 
offered as security shall at their par value be not less than the amount 
of the penal sum of the bond executed on Form 1124a, which shall be 
in double the amount of the tax covered by the abatement claim. The 
bonds so offered as security must be delivered to the Commissioner of 
Internal Revenue at the obligor's risk and expense. Registered bonds 
so offered as security must Be registered in the name of the obligor 
and duly assigned to the Commissioner of Internal Revenue at or 
before the date of deposit with the Commissioner. 

The Commissioner of Internal Revenue will issue a receipt in dupli- 
cate for United States bonds so deposited with him as security, the 
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original of the receipt to be given to the obligor and the duplicate to 
be retained by the Commissioner for his files. 

Bonds of the United States shall be returned to the obligor as soon 
as the security for the performance of such penal bond is no longer 
(Also sec. 1320.) 



SECTION 215.— ITEMS NOT DEDUCTIBLE. 

Section 215, Article 291: Personal and family 20-19-507. 

expenses. O. D. 275. 

Sums paid to a wife under terms of a marriage agreement are 
considered payments in discharge of a personal obligation of the 
husband and are not deductible in computing his net income subject 
to tax. 

6-30-730. 
O. D. 399. 

A trust fund was created by a divorced husband to continue during 
the life of his former wife as a ^aranty of payment to her of a 
stipulated amount in lieu of aumony, any income in excess of the 
stipulated amount to be paid to him and me principal to revert to 
him upon her death. 

Held, that the principal of the trust is a part of his estate; that he 
is the real beneficiary of the trust ; and that the entire income from 
the trust fund must be included in his return of income. 

24-20-1003. 
O.D.546. 
Amounts paid as damages for breach of promise to marry are con- 
sidered personal expenses which are not deductible from the gross 
income of the taxpayer. 

SBcnoN 215, ARncLE 292: Traveling expenses. 

(See 8-19-317 ; sec. 214(a) 1, art. 101.) Cost of transportation paid 
by salaried employee going to and from business. 

15-20-848. 
O. D. 451. 
Where an employee is required by the terms and conditions of a 
contract of employment, to travel from one country to another and 
no allowance is made to reimburse him for such expenditure, his 
traveling expenses (not including cost of meals and lodging) are an 
allowable deduction as a business expense, in accordance with the 
provisions of -section 214(a) 1. Where a man makes a contract of 
employment with an employer in this country, and upon completion 
of sucn contract he makes a second contract with another employer 
in a foreign countir, without allowance for travel expenses, the 
expenditure incurred in reaching such place of employment can not 
be considered as an expense incurred m furtherance of a trade or 
business, but rather as an expenditure to fulfill a cooditijOn precedent 



148 

to such employment in a trade or business and is therefore regarded 
as a personal expense and not deductible. The test is whel£er an 
expense is incurred primarily because of business as the immediate 
cause inducing the expenditure. 



Section 215, Article 293: Capital 15-20-849. 

expenditures. O. D, 452. 

State bar examination fees and traveling expenses incurred and 
paid by a lawyer in securing admission to practice his profession are 
in the nature of capital expenditures and may not be deducted from 
gross income. (Also siw. 214(a) 1, art. 104.) 



n-i 

O. D. 473. 

Seats on various exchanges were purchased by a partnership from 
partnership funds. Since the rules of the exchanges permit only 
individuals to hold seats, the seats were issued in the names of the 
members of the partnership. The holders of the seats buy and sell 
on the exchanges for themselves as well as for the account of other 
persons. When the seats were purchased, the amount expended 
was charged to " membership account " and carried as capital 
expenditure 'in the partnership books. The partnership agreement 
contains no provision as to the disposition of the seats upon 
termination of the partnership. It is stated that the partnership has 
no right, claim, or title to the seats and that they represent nothing 
tanglBle or of any value to the partnership. 

Held that the amounts so expended by the partnership for seats 
on exchanges for its members are investments of capital and not 
deductible from gross income of the partnership as business expenses, 
(Also sec. 214(a} 1, art. 101.) 

19-20-920. 
A. R. K. 97. 
In 1915 property belonging to a company was accidentally de- 
stroyed. Tne company did not charge off the loss in 1915 because 
it had no net income during that year, but in 1917 the property was 
restored and the amount claimed as an expense of doing business. 

The Committee is of the opinion that the action of the Income Tax 
Unit in disallowing the charge as an expense in 1917 on the ground 
that it was a capital investment is correct and should be eustamed. 



(See 23-20-988; sec. 219, art. 343.) DeductibiUty of expenses of 
administration in computing income of estate. 



Section 215, Article 294: Premiums 1-19-65. 

on business insurance. O. D. 48. 

Where an insurance policy is taken out by a wife on the life 
of her husband and she pays the premiums thereon and becomes the 



beneficiary in the event of the husband's death, the amount of such 
premiums may not.be deducted. 

13-19-422. 
O. D. 243. 
PremlumB paid by a partnership for accident and health insur- 
ance policies covering the lives of the individual partners are Sot 
deductible from gross income of the partnership. 



(See 12-20-798; sec. 213(b), art 71.) Premiums paid by employer 
on ^Toup life insurance covering lives of employees, deductible as 
ordinary and necessary expenses. 



T. D. 3019. 

Article 394 of Kegulations 45 is hereby amended to read as fol- 
lows: 

AST. 264. Premium* on butineis inntrance. — Premiums paid by a taxpayer 
on an Insurance policy on tbe life of an officer, employee, or oQier Indlrldoal 
financially Interested in the taxpayer's bnainees, for tbe purpose of protecting 
the taxpayer from loss in the event of the death of the oIQcer or employee In- 
sared are not dedactlble from the taxpayer's gross Incoide. If, however, tbe 
taxpayer is In no sense a l>eneflclary under such a policy, except as he may 
derive benefit from the Increased efficiency of the officer or employee, premiums 
so paid are allowable deductions. See Articles 38 and 105 to 108. In either 
case tbe proceeds of such policies paid upon the death of tbe insured may be 
excluded from gross income if the beneficiary Is an Individual, but must be 
included m gross income If the beneficiary Is a corporation. Bee Section 213(b) 
(1) and Articles 72 and S41. 



SECTION 216.— CREDITS ALLOWED. 

Section 216, Article 301 : Credits aeainst net 5-19-252, 

T. B. M. 21. 



Any amount, however large, received as dividends from a foreign 
corporation taxable upon income derived from sources within the 
United States, however small such income may be, is exempt from 
the normal tax imder section 216(a). or, in case the recipient is a 
corporation, under section 234(a)6. (Also sec. 234, art. 561.) 



(See 28-19-612; sec. 213(b), art. 84.) Dividends from corpora- 
tions having income exempt under sec. 213 (b)7. 

4r-20-706. 
O. D. 383. 
Individuals are entitled to a credit for the purposes of the normal 
tax, of dividends, regardless of the amount of such dividends, re- 
ceived from a foreign corporation taxable upon income from soui-ces 
within the United States, irrespective of the amount of such income. 
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This applies equally to the Bevenae Acts of 1916, 1917, and 1918. 
The same credit is allowed to corporations under the Revenue Act of 
1917, for the purpose of the 4 per cent war income tax imposed by 
section 4 of that Act, but not for the purpose of the 2 per cent tax 
imposed by section 10(a), Revenue Act of 1916 as amended by the 
Revenue Act of 1917. (Also sec. 236, art. 591.) 



Section 216, Article 302 : Personal exemption 

of head or family. 

(See 3-19-184; sec. 213(b) art. 86.) Exemption for men in mili- 
tary service. 

13-20-809. 
O.D.422. 

A widower who maintains a home and supports his daughter therein 
is held to be " head of a family " notwithstanding that the daughter is 
over 18 years of age, receives nominal income from other sources, and 
is neither physically nor mentally incapable of self-support. 



n-i 

O. D. 474. 
A widow has a child over 18 years of age who is away from home 
attending school. The child has separate income in excess of $1,000 
a year but insufficient to pay half the cost of its support, the balance 
being contributed by the mother, who maintains the home. The 
child made an income-tax return claiming an exemption of $1,000. 
The widow is considered " head of a family " within the meaning 
of section 216(c), Revenue Act of 1918, and is entitled to a personal 
exemption of $2,000 in making her return. The fact that a child 
under such circumstances has separate income or receives support 
from other sources does not preclude the parent from claiming ex- 
emption as " head of a family " provided the child is in a material 
degree dependent on the parent for support. 



Section 216, Article 303: Personal exemption 1-20-657. 

of married person. O.X).357. 



Unavoidable absence of a wife, due to the " World War," will not 
preclude a husband from claiming the joint personal exemption of 

$2,000. 

(See 30-20-1089; sec. 214(a) 1, art. 101.) Husband confined in 
institution for mental treatment 



Section 216, Article 304 : Credit for 4-19-220. 

dependents. O. D. 139. 

An American citizen may claim the credit for dependents irre- 
spective of the nationality or place of residence of the dependents. 



34r-20-1149. 
O. D. 640. 
An alien residing in the United States permanently, with wife 
and children residing abroad, is entitled to a personal exemption of 
only one thousand dollars since he is not living with his wife, but is 
entitled to a two hundred dollar credit for eadi child provided such 
child is dependent upon and receives its chief support from him and 
is under eighteen or incapable of self-support because defective. 



Section 216, Article 306 : Credits to nonresi- 1-19-66. 

dent alien mdividiials. 0. 785. 

Where a nonresident alien taxpayer becomes a citizen or resi- 
dent of the United Stat«s during the taxable year, he is taxable for 
the entire year upon income derived from all sources. Law Opinion 
752 revoked. 



Section 216, Article 307: When nonresident 3-19-153. 

alien individual entitled to personal exemption, S. 969. 

Where a country imposes an income tax but does not levy a tax on 
income derived from sources therein by citizens of the United States, 
a citizen of such country who is a nonresident of the United States 
is entitled to claim the credits provided for in paragraphs (c) and 
(d) of section 216 of the Revenue Act of 1918 in preparing a return 
of income derived from sources within the United States. 



2-19-154. 

O. D. 105. 

An alien leaving the United States prior to end of a taxable year, 

if entitled to any personal exemption, may claim the full amount of 

such exemption for the entire taxable year. 

15-19-446. 
O.D.253. 
In order that a nonresident alien may prove that his country satis- 
fies the similar credit requirement of the income tax law, he should 
submit to the Commissioner a copy of the income tax laws of his native 
country, or an official communication from an accredited diplomatic 
representative of such country, showing that the country imposes no 
income tax, or in doing so grants similar credits required by statute. 



20-19-508. 

T.D.2922. 

Article 307j Regulations 45, as amended by this Treasury Decision 

(page 181, Digest 10, and page 160, Cumulative Bulletin, December, 

1919), has been further amended by Treasury Decision 2970, ruling 

7-20-?«. C,oo.;lc 



20-19-510. 
O. D. 277. 
Under royal decree promulgated by the Greek Government Jan- 
uary 21, 1919, no discrimination is made against American citizens, 
resident or nonresident, consequently subjects of that country who 
are nonresident aliens as to the United States will be allowed the 
benefit of personal exemption and credits for dependents in com- 
puting their income-tax liabiUties to the United States. 

'■ 24^19-567. 

O. D. 300. 

Note. — The ruling which was published under this number on page 

132 of Digest No. 10 and on page 163 of the Cumulative Bulletin, 

December, 1919, has been cancelwi. 

24^19-668. 

O.D.301. 

Article 307, Kegulations 45, applies only to 1918 and subsequent 

years and has no application to trie income tax of nonresident aliens 

for the year 1917. 

27-19-603. 
O. D. 323. 
Subjects of Luxemburg who are nonresident aliens as to the United 
States may claim the benefit of personal exemption and credit for 
dependents in computing income tax liability to the United States, 
since Luxemburg imposes an income tax but allows similar credits to 
nonresident aliens. 

30-19-642. 
O. D. 346. 
The right of a nonresident ahen as to the United States to per- 
sonal exemption and credit for dependents is contingent primarily 
on his citizenship. For example, a native-bom Russian, especially 
one who has been living in the United States for a number of years, 
would still be regarded by this country as a citizen of Russia. This 
is rebuttable, however, by evidence of citizenship in Poland; and if 
an individual has in fact become a citizen of the new State, inas- 
much as Poland is not included in the countries enumerated in 
Treasury Decision 2922, it will be necessary for him to comply with 
, the requirements of the last sentence of that decision, in order to 
secure the bene&t of the exemptions provided. 

31-19-648. 
O. D. 350. 
Switzerland imposed no income tax for the years 1918 and 1919. 
Citizens of Switzerland who are nonresident aliens as to the United 
States will be permitted to claim the personal exemption and credit 
for de(>6ndentB j>rovided in section 216, Revenue Act of 1918, in 
computing their income tax liability to the United States for those 

"»'=■ „,,,,, „Cooglc 
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2-20-675. 
O. D. 864. 

Under the income-tax law' of Porto Rico which became effective 
June 26, 1919, citizens of the United States who are nonresidents as 
to Porto Rico are allowed the same personal exemption and credit 
for dependents which are allowed to citizens and_residents of Porto 
Rico. 

Citizens of Porto Rico who are treated as nonresident aliens as to 
the United States for income tax purposes ma^ claim the benefit of 
personal exemption and credit for dependents in computing income- 
tax liability to the United States for 1918 and subsequent years. 

5-20-718. 
O. D. 391. 
The provisions in T. D. 2922 panting personal exemption and 
credit for dependents to citizens and subjects of the countries enu- 
merated in classes (a) and (6), article 307, Regulations 45, are retro- 
active and are apphcable to the year 1918 as well as 1919, except where 
the classification of a country has been changed because of a change 
in the law of such country. In cases where excess income tax has 
been paid for the year 1918, due to the oificial dlita not havinjr been 
received at this office in regard to personal exemption, claims for 
refund on Form No. 46 should be filed with the collector of internal 
revenue to whom the income tax was paid. 

7-20-741. 
T. D. 2970. 

Regulations 45 are amended by changing article 307 to read as 
follows : 

Abt. 307. When Tionreiident alien individual entitled to pergonal eiremption. — 
(a) The following is an incomplete list of countries which either impose ao In- 
come tax or in imposing an income tax allow both a personal esemptlon and a 
credit for dependents which satisfy the similar credit requirement of the 
statute : Argentina, Belgium, Bolivlti, Bosnia, Brazil, Bukowina, Canada, 
Carlnthia, Camiola. China, Chile, Cuba, Czechoslovakia (including Bohemia, 
Moravia, and Slovakia), Dalmatia, Denmark, Ecuador, Egypt, Franctt, Gallcia, 
Gorltz, Gradiaca, Greece, Guatemala, Herzegovina, Istrla, Lower Austria, 
Luxemburg, Mexico, Montenegro, Morocco, Newfoundland, Nicaragua. Norway, 
Panama, Paraguay, Persia, Peru, Portugal, Roumanla, Russia (Including Poles 
owing allegiance to Russia), Salzbui^, Santo Domingo, Serbia, Slam, gilesia, 
Styrla, Spain, Switzerland, Trieste, Tyrol, Upper Austria, Union of South Africa, 
Venezuela, (b) The following Ig an incomplete list of countries which In im- 
posing an income tas allow a personal exemption which Siitlefies the similar 
credit requirement of the statute, but do not allow a credit for dependents: 
Bachka, Banat of Temesvar, Croatia, Finland, India. Italy, Salvador, Slavonia, 
Transylvania, (c) The following is an incomplete list of countries which In 
imposing an Income tax do not allow to citizens of the United States not residing 
in such country either a personal exemption or a credit for dependents, and 
therefore fall entirely to satisfy the similar credit requirement of the statute : 
Australia, Costa Rica, Great Britain end Ireland, Japan, the Netherlands, New 
Zealand, Sweden. The former names of certain of these territories are here 
used for convenience. In spite of an actual or possible change in name or 
sovereignty. A nonresident alien individual who is a citizen or subject of any 
country in the first list is entitled for the purpose of the normal tax to such 
credit for a personal exemption and for dependents as his family status may war- 
rant. If he is a citizen or subject of any country In the second list he Is en- 
titled to a credit for personal exemption, but to none for dci)endents. If he is 



154 

a citizen or subject, of any coDDtry in the third list he Is not entitled to credit 
for either a personal exemption or for dependents. If he is a cltizea or enbject 
of a couQtry which is in none of the lists, then to secure credit for either a 
personal exemption or for dependents he must prove to the satisfaction of tbe 
Commissioner that his conntry does not Impose an income tax or that in im- 
posing an Income tax it grants the similar credit required by the statute. 

14-20-831, 

O. D. 437. 
The British Colony of Bermuda imposes no income tax. Therefore 
citizens or subjects of Bermuda who are nonresident aliens as to the 
United States may claim the benefit of the personal exemption and 
credit for dependents in computing their income tax liability to the 
United Stat^. 

16-20-864. 

O. D. 466. 
As the Government of the Bahama Islands imposes no income tax, 
citizens or subjects of that British colony who are nonresident aliens 
as to the United States may claim the benefit of the personal exemp- 
tion and credit for dependents in computing their income-tax liability 
to the United States.' 

' 24-20-1004. 

O. D. 547. 

Personal exemption and credit for dependents should be allowed 

to nonresident aliens who are citizens of Jamaica in computing their 

income tax liability to the United States for 1919 and subaequent 

years. 

'■ 24r-20-1006. 

O.D. 548. 
Nonresident aliens as to the United States, who are citizens of 
Lithuania, are entitled to personal exemption and credit for de- 
pendents in determining their tax liability to the United States. 

28-20-1056. 
O. D. 580. 
Bulgaria satisfies the similar credit requirement of section 216(e), 
and, in effect, also satisfies the similar credit requirement of section 
222(a)3 of the Revenue Act of 1918. Consequently, a subject of 
Bulgaria who is nonresident as to the United States is entitled to 
claim, with respect to his income received from sources within the 
United States, tne same personal exemption and credit for' dependents 
as is a citizen of the United States, and a subject of Bulgaria who is 
a resident of the United States may credit the amount of tax re- 
quired to be paid to the Federal Government with the amount of in- 
come and war profits taxes paid to Bulgaria. (Alsosec.232,art.385.) 

30-20-1091. 

O. D. 605. 

Inasmuch as both Austria and Prussia in imposing income tax laws 

which are in force in what was formerly Austrian Poland and Prus- 
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Bian Poland allow to citizens of the United States, noDreEiidaits as 
to Poland, a credit for personal exemption but none for dependents, 
citizens of either former Austrian Poland or former Prussian Poland, 
nonresident aliens as to the United States, when discharging their in* 
come tax liability to the United States, are allowed the benefit of a 
credit for personal exemption but none for dependents. 

33-20-1133. 
O. D. 630. 
Inasmuch as the Government of Switzerland imposes no income 
tax for the year 1920, citizens of Switzerland who are nonresident 
aliens as to the United States may claim the benefit of personal ex- 
emption and credit for dependents in computing income tax liabilitjr 
to the United States for the year 1920. (See ruling 31-19-648, O. D. 
350, page 163, Cumulative Bulletin, December, 1919.) 



SECTION 217.— NONRESIDENT ALIENS: ALLOWANCE 

OF DEDUCTIONS AND CREDITS. 

Section 217, Article 312: Who is a nonresi- 3-19-175. 

dent alien individual. O. D. 117. 

A nonresident alien who has served in the United States Army 
for a period of one year is considered a resident of the United States 
for income tax purposes and is entitled to the same credits as to 
exemption as a citizen of the United States. 

9-19-342. 
O. D. 197. 
If an alien has been residing in the United States for as much 
as one year there is a presumption that such alien is a resident of the 
United States and this presumption will be indulged for purposes of 
income taxes in the absence oi known facts showing that the alien is, 
in fact, a transient. A year's presence in the United States by an 
alien does not, however, establish residence beyond a doubt. It 
merely raises a presumption of residence which may be rebutted by 
any proper evidence showing that the alien is, in fact, a transient; 
that IS, a nonresident. 

9-19-343. 
O. D. 198. 
The m^nbers of families of foreign ambassadors and ministers 
occupy the status of nonresident aliens for income tax purposes. 

~ . 14r-20-832. 

O. D. 438. 
As exemption from military service under the Selective Service Act 
did not depend on whether the alien was a resident or a nonresident 
as those terms are used in the income tax acts and regulations, the 
fact that an alien was placed in class d under the provisions of that 
act has no direct bearing on his status for income tax purposes. 
However, if the registrant in his affidavit claiming exranRtioQi f rom 
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military service or in any other affidavit has made any statement as 
to his intention to remain in the United States, such statement should 
be given due weight in determining his classification as a resident or 
nonresident for income tax purposes. 



(See 16-20-867 1 sec. 250, art. 1013.) Status of alien leaving the 
United States during taxable period. 

(See 29-20-1072; sec. 213(c), art. 92.) Member of foreign part- 
nership transacting business in United States. 



Section 217, Article 312(a): Alien seamen: 8-19-324. 

when to be regarded as residents. T.D.2869(2). 

. T. D. 2869 adds article 312(a) to Regulations 45, as follows: 

Abt. S12a. Alien teamen, when to fte regarded a*. reHdeiUe. — In ordw to 
determine whether an alien seaman ts a resident within the meaning of the 
income-tax law, It la necessary to decide whether the presumption of non- 
residence Is overcome by facts showing that he has established a residence 
In the territorial United States, which consists of the States, the District of 
Colnmbla, and the Territories of HawHfl and Alaska, and excludes other places. 
Residence may be established on a vessel re^larly engaged In coaBtwlae trade, 
bat the mere fact that a sailor makes his home on a vessel flying the TJnlted 
States flag and engaged la foreign trade is not suffldent to establish residence 
in the United States, even though the vessel, while carrying on foreign trade, 
touches at American ports. An alien seaman may acquire an actual residence 
in the territorial United States, within the rules laid down In article 312, 
although the nature of hla calling requires Wm to be absent from the place 
where his residence is established for a long period. An alien seaman may 
acquire such a residence at a sailor's boarding house or hotel, but such a dalm 
shonld be carefully scrutinized In order to make sure that such residence is 
iKtua fide. The filing of Form 1078, revised, or taking out first dtlzenshlp 
papers, is proof of residence in the United States from the time the form is 
filed or the papers taken out, unless rebutted by other evldrace showing an 
intention to lie a transient. The fact that a head tax Las been paid on behalf 
of an alien seaman entering the United States is no evidence that he has 
acquired residence, because the head tax is payable unless the alien who is 
entering the country Is merely in transit through the country. An alien may 
remain a nonresident although he Is not In transit through the country, (As to 
when the wages of alien seamen are subject to tax, see art. e2a.) 

2ft-19-591. 

O.D.315. 

The terra " foreign trade," as used in Treasuir Decision 2869, 

includes the transportation upon the high seas of passengers and 

freight between the United States and foreign countries. 



O. D. 636. 
Since Porto Rico has its own revenue ^stem and laws, and since 
section 1 of the Revenue Act of 1918 defines the term " United 
States " to mean the States, the District of Columbia, and the Terri- 
tories of Alaska and Hawaii, excluding other places, it is held that 
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for the purposes of the Berenue Act of 1918, vesselB plying betweoi 
the continental United States and Forto Hico are engaged in " for- 
eign trade" within the meaning of article 312(a), add^ to Kegula- 
tions 45 by Treasury Decision 2869, and that wages earned by per- 
sons serving aboard such vessels do not constitute income from 
sources within the United States. A citizen and resident of Porto 
Rico employed as seaman aboard such a vessel and who has not estab- 
lished himself otherwise as a resident of the United States occupies 
the status of a nonresident alien for revenue purposes. (Also sec. 
260, art. 1121.) 

Sbotion 217, Article 818 : I'roof of residence 6-20-731, 

of alien. O.D.400. 

Aliens who have established a residence in the Unit«d States with 
the intention of making this country their home and who have done 
nothingto indicate that they have planned to give up their residence 
in the United States, are considered resident aliens for income tax 
purposes. The fact that Germans who were resident aliens of the 
United States prior to the war with Germany were registered as alien 
enemies will not deprive them of their status as residents for income 
tax purposes if the conduct, acts, and declarations of the aliens indi- 
cate their intention to maintain their status as residents. 

" 19-20-921. 

O.D.498. 

An alien who estahlished a residence in the United States in 1910 

and subsequently acquired property interests in this country, enlisted 

, in the army of his native country in 1917, and served abroad until 

1919, when he returned to the United States in accordance with an 

intention to do so expressed prior to his departure. ' 

Held, that his status of resident alien was not lost by reason of 
the temporary absence abroad and that he should render returns as 
a resident alien, including in gross income the compensation received 
for service in the foreign army, as well as his taxable income from all 
other sources. 



Section 217, Article 315 : Duty of employer to 1-19-68. 

determine status of alien employee. O. D. 50. 

If an officer qualified to administer oaths is not reasonably accessible. 
Form 1078 will be accepted if signed in the presence of an official or 
the employer company under whose supervision the employee's duties 
are performed, and one other credible witness. 

3-19-195. 

O.D.12r. 

The pay rolls of an employer may be accepted as written evidence 

of an employee's continuous residence in the United States, thereby 

eetablishing his status as a resident alien, unless the employer knows 

that the employee does not intend to remam here permanently. When 
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an employer determines that his employee is a resident alien, such 
employee is not required to file a personal return, unless his net 
income amounts to or exceeds $1,000 or $2,000 as in the case of citi- 
zens of the United States. 

3-19-196. 
O. D. 128. 
If a bona fide declaration on Form 1078 or its equivalent is filed 
by an alien with his employer on or before the last day of the taxable 
year of the alien, the employer may refund the entire amount of tax 
withheld during the year prior to the filing of such declaration, and 
the employee will then be liable for the entire tax due upon his net' 
income for such period. (Also sec. 221, art. 372.) 



(See 7-19-298: sec. 221, art. 361.) Claim for personal exemption 
by nonresident alien, 

15-19-447. 
O. D. 254. 
The fact that an alien has been employed by a resident corpora- 
tion for at least three months is not ipso racto sufficient to permit the 
employer to refund the amount of any tax withheld. Forms 1115 
and 1078 should be filed by resident or nonresident aliens in order 
to secure refund. 

24-19-569. 
O. D. 302. 
Any income tax withheld during the calendar year from the wages 
paid to an alien ■employee, which nas not been paid over to the Gov- 
ernment, should be reninaed to such alien employee upon the estab- 
lishment of residence by the execution and filing of Form 1078 with 
his employer. As a condition precedent, the employer should require 
the employee to return the receipts showing the amount of tax 
previously withheld before making the refuntC 



SECTION 218.— PARTNERSHIPS AND PERSONAL 
SERVICE CORPORATIONS. 

Sectign 218, Abticle 321 : Partnerships, 

(See 6-19-270; sec. 213, art. 72.) Partnership beneficiary of Ufe 
insurance policy, 

7-19-294. 
T.D.2858. 



A member of a partnership need not include as a part of his net 
income subject to normal tax such of his income derived Jwim or 
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through & partnership as has been received by the partnership in 
the shape of dividends on stocks owned by it in corporations taxable 
upon their net income. 

The law is so framed as to deal with the gains and profits of a 
partnership as if they were the gains and profits of the individual 
partners. 

(See 11-19-380; sec. 214(a) 12, art. 268.) Claim in abatement by 
partnership on account of loss in inventory. 

25-19=-585. 
O.D.311. 

A foreign partnership is liable for tax under the 1917 Act on 
the entire amount of profit derived from the sale of goods through 
its branch office or through its agencies in the United States. The 
basis of computation of profits should be the difference between the 
cost of the goods sold through its branch office or agent in the United 
States and tJie price received therefor and not merely the amount 
disclosed by the books of the branch office in the United States. 



(See 8-20-760'; sec, 335, art, 951.) Computation of income subject 
to excess-profits tax under the Revenue Act of 1917 in the case of a 
partnership having a fiscal year ended in 1917, 



(See 12-20-794; sec. 301, art. 711.) Taxability under Revenue 
Act of 1917 of partnership which was dissolved in July, l5l7. 



(See 14-20-820; sec. 1, art. 1507.) Definition of partnership. 



(See 29-20-1072; sec. 213(c), art. 92.) Foreign partnership main- 
taining office in United States for the purchase oi cotton to be sold 
abroad. 



{See 29-20-1073; sec. 214(a) 1, art. 101.) Expenditure by partner 
from personal funds to promote interests of partnership. 



(See 30-20-1084; sec. 1, art. 1505.) Definition of lunited parU 
nership. , 

(See 34-20-1156; sec. 320, art. 801.) Deduction of charitable con- 
tributions by partnership in computing net income subject to excess 
profits tax. (Revenue Act of 1917.) CooqIc 
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Section 218, Abticle 322 : Distributive shares 

of partners. 

(See 3-19-182; sec. 213(b), art. 86.) Member of partnership, turn- 
ing over to partnership compensation received by him for services in 
the military forces of United States, may in reporting his distribu- 
tive share of the partnership's income exclude an amount equal to 
the sum received for military services turned over to the partnership. 



3-19-197. 
0. 816. 

Where a fiscal year of a partnership has once been established 
neither the partnership nor ite membeis will be permitted to make 
returns covering a period of more than 12 months. 

Where a partner^p distributee any part of its assets in kind, 
and a partner, in lieu of an undivided fractional interest in the 
whole, receives a full interest in a certain part of the assets dis- 
tributed, such a change in interest does not constitute a closed trans- 
action reflecting gain or loss. 

A gain derived or a loss sustained by a partner by reason of the 
sale or other disposition of assets distributed in kind by the part- 
nership before the end of its taxable year should be returned by the 
individual partner for the taxable year in which such gain was ac- 
tually derived or the loss actually sustained, and the basis of com- 
puting such gain or loss is the difference between the cost of the 
assets to the partnership and the price or value realized when sold 
or otherwise disposed of by the partners. 

The distributive share of the individual partners, whether dis- 
tributed or pot, of the net income of the partnership for its taxable 
year, and any gains or profits distributed by the partnership prior 
to the close of its taxable year, should be returned as income for 
that taxable year of the partners within which such taxable year 
of the partnership ends. 

4-19-221. 

O. D. 140. 
Income from a particular source can not be allocated to one.partner 
of a partnership for income tax purposes, but must be divided pro 
rata among the several partners. 

8-19-325. 

O. D. 187. 
In case two distinct partnerships entered into single venture 
under agreement to terminate in two years- no part of profit to be dis- 
tributable or drawings allowed during that period and any profit 
to be held intact untu latter part of 1919, amount of profit realized 
and determinable each taxable year should He reported proportion- 
ately in respective returns of partnerships regardless of agreement. 
Individual members of each partnership subject to tax upon pro 
rata share of profit, even though actual distribution is postponed 
untu termination of agreement. ( \~i(~inlr 



(See 10-19-364; sec. 202, art. 1570.) Distribution of profits i 
securities at lees than cost to partnership. 



(See 20-19-605; sec. 213, art. 54.) Aesigninent of partnership 
profits to be earned in the future. 



22-19-536. 
T.B.R.64. 

An individual partner must report for taxation as income of 
the year in which the partnership profits were accumulated his dis- 
tributive share of such partnership net profits, whether distributed 
or otherwise, except that where the accounting fjeriod of the part- 
nership and the individual partner do not coincide, the individual 
partner ^all include in his net income his distributive share of the 
partnership net profits determined at the close of any accounting 
period ending during his taxable year. 



1-20-658. 
0. 972. 
INCOME tax: section s(e), revenu£ act of 1816, as amended. 

Partnerships: Determination of distributive shares of partners. — 
(1) Under section 8(e) of the Revenue Act of 1916, as amended, the 
general rule applicable to the ordinary case is that the individual 
partner must report his distributive share of the partnership income, 
whether distributed or not, as income of the year whfen it was accu- 
mulated by the partnership. Part (1} of Law Opinion 689 overruled. 

(2) In case the partnership establishes a fiscal year different from 
that of the individual partner, he shall report as income his dis- 
tributive share of the net income of the partnership for the account- 
ing period of the partnership ending within the year upon the basis 
of which the partner's net income is computed. 

(3) In case the partnership fails to close its accounts and to de- 
termine the distributive shares of the partners at the close of its 
established accounting period, the above rules shall nevertheless 
apply, and the individual partners' net income shall be computed as 
if the books of the partnership had been closed at the end of its 
established fiscal year. Law Opinion 324 and part (3) of Law 
Opinion 689 overruled. 

(4) Where a partnership kept its accounts on a calendar-year 
basis, but due to the death of the principal partner did not close its 
books on December 31, 1916, but did close them on January 31, 1917, 
the distributive shares of the individual partners shall be determined 
as if the books had been closed on December 31, 1916, and shall be 
reported as income for the calendar year 1916, taxable at the 1916 
rates. 

11417'— 20 U 
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1-20-669. 
A.B.M.13. 

BTTLINO DlfDBB ACT OF OCTOBER 8, 1918. 

In the case of a partnership sustaining operating losses, the ques- 
tion ari^ as to whether or not the full distributive share of divi- 
dends received by the partnership should be included in the amount 
reported on line 25, page 2, of the form for 1913, eliminating any 
entry on line 19. The effect of this, if nothing further is done, would 
be to return the entire distributive share of the dividends received 
by the partnership as liable to surtax, no notice being taken of the 
operating losses. 

The Committee is of the opinion that the correct method of treat- 
ment is to include on line 25 the total distributive share of dividends 
and to enter on line 32 a proportionate share of the losses sustained, 
which would have the effect of including^ for surtax purposes only, 
the net distributive share of the partnership income. 



Section 218, Ahticlb 323: Credits allowed 

partners. 

(See 28-20-1059; sec. 222, art. 383.) Credit for foreign income 
tax withheld by a foreign licensee of a domestic partnership. 



Seowon 218, Article 324: Taxation of part- 14-20-833. 

ners in pantnership with fiscal year ending in 0. 1016. 

1918. , 

Where the fiscal year of a partnership ended during the year 1916, 
the rate of tax for the calendar year 1915 applied to an amount or 
each partner's share of the partnership profits proportionate to the 
ratio which the part of the fiscal year falling within the calendar 
year 1915 bore to the full fiscal year. (Solicitor's Memorandum 301 
and part (4) , Law Opinion 689 modified.) (Also sec. 205, art, 1621.) 



Section 218, Abticle 328: Personal service 28-20-1057 

corporations. O. D. 581 

In view of the fact that personal service corporations are not re- 
quired to file consolidated returns, a profit reabzed or loss sustained 
by a personal service corporation, attributable to its ownership of 
stock in another personal service corporation, should be accounted 
for in the same maimer as in the case of an individual stockholder. 

Where the business of a personal service corporation results in an 
operating loss, such loss will be divided among the stockholders at 
the close of its taxable vear in proportion to their respective shares, 
and will constitute an allowable deduction in their returns of annual 
net income. 
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81-20-1103 
O.D.614 

A corporation filing returns on Form IISO and Hubsequently de- 
siring to eetabliah its status as a personal service corporation sbould 
adopt the following method of procedure : 

It should file amended returns on Form 1066 accompanied with 
claim for refund on Form 46 for the tax or installments thereof ' 
paid. The individual members of the corporation should also file 
amended returns accompanied with daims in abatement, Form 47, 
covering the additional assessment shown by such returns. 

In the event that the corporation is fotmd to be taxable under 
sections 230 and 301 of the Revenue Act of 1918, the claim for re- 
fund will be disallowed. In case the corporation establishes a per- 
sonal service status, the claim for refund will be allowed for the tax 
paid by the corporation, and the claims in abatement will be dis- 
allowed and assessment made to the extent of the additional tax 
shown to be due on the amended individual returns. 

Where this procedure is adopted, however, the installments of tax 
which become due prior to determination of the status of the cor- 
poration as shown by its return, as originally filed, must be paid on 
or before the due dates. Such installments are not subject to either 
abatement or credit, but can only be covered by supplemental claim 
for refund. (Also sec. 239, art. 624.) 



Sbohon 218, Ahtiolb 330 : Distributive shares 4-19-222. 

or stockholders in personal-service corpora- O.D. 141. 

tion. 

A stockholder of a personal service corporation having reported 
in his individual return for the taxable year his distributive share 
of the undistributed net income of the corporation for such taxable 
year should not again report such income wnen it is actually received 
m a subsequent year, neither will it be necessary to make any nota- 
tion respecting such profits in the return for the subsequent year. 



Seotiok 218, AancLE 334 : Taxation of stock- 15-20-850. 

holders of personal-service corporation with O. D. 453. 

fiscal year ending in 1919. 

A personal service corporation closed its books January 31, 1919, 
and December 31, 1919, having secured permission to change its 
accounting period. A stockholder of this corporation keeping his 
books on a calendar year basis must include in his return for 1919 
his share of the earnings of the corporation (whether distributed or 
Dot^ for the fiscal year ended January 31, 1919^ and for the 11-month 
period ended Decehiber 31, 1919. That portion of the amount re- 
ceived attributable to 1918 will be subject to tax at the rates ia 
effect for that year as outlined in article 334, Regulations 45. (Also 
sec. 205, art. 1625; sec. 213(a), art 52.) 

n,g -ccT'CoOgIc 



SECTION 219.— ESTATES AND TRUSTS. 

Sbotion 219, Abticle 341 : Estates and trusts. 1-19-70. 

O. D. 61. 
Amounts paid by an executor of an estate out of his personal funds 
in discharge of obligations of the estate, such amounts oeing credited 
against the executor^s liability for intereist to the estate, are neverthe- 
le^ income to the estate to the extent that they represent interest ac- 
crued since the death of the testator on obligations of the executor to 
the estate. 

3-19-198. 
O. D. 129. 
If securities held in trust, the income from which is payable to 
individual beneficiary, are sold at a profit, the amount received in 
excess of appraised value of securities at death of testator subsequent 
to March 1, 1913, or fair market value bs of that date if decedent died 
prior to March 1, 1913, represents income to be accounted for by 
trustee on Form 10*0. (Also sec. 202, art. 1562.) 

7-19-297. 
O. D. 174. 
A trustee in bankruptcy is required to file a return of net income 
for the bankrupt's estate if the net income exceeds the specific exemp- 
tion of $1,000. 

The bankrupt individual is required to file a return accounting for 
his individual earnings, but is entitled to the exemptions provided 
in section 216 of the Revenue Act of 1918. (Also art. 346; sec. 226, 
art. 421 ; and sec. 223, art. 401.) 



(See 10-19-361 ; sec 1, art. 1504. ) When trusts are not associations. 



(See 13-19-419; sec 214(a) 3, art. 134.) Deductibility of Federal 
estate i-ax in ascertaining the net income of estat«s. 



(See 14-19-433; sec 213(b), art. 84.) Income from trust fund held 
by a city for charitable purposes, 

20-19-611. 
O. D. 278. 
When under the terms of a will or trust deed income is to be paid 
to or permanently set aside for a corporation or association of the 
kind described in section 231 (6) of the staitute, such income is not 
deductible from gross income in the returns of the estate or trust 
where the corporation has received its charter but has not been com- 
pletely organized or which has not begun to operate sufficiently to 
establish tnat it is exempt from the tax. Such income wUI be taxable 
to the estate or trust as an entity. (Also sec. 214(a) 11, art. 261.) 



(See S3-19-647; sec. 226, art. 425.) Ancillary executor to make 
return, 

26-1&-692. 
O. D. 316. 
Where the same trustee is designated in a will to administer sev- 
eral trusts, the accumulated income of each separate trust will be 
taxable as an entity, not the income of the trusts combined. 

' 15-^0-851. 

O. D. 454. 
Interest accrued on bonds owned by an individual at the dat« of his 
death should be included in the return filed for the decedent by the 
executor or administrator if the books of the decedent were kept on 
an accrual basis ; if the books were kept on the basis of actual receipts 
and disbursements, only the amount of interest on coupons falling due 
prior to decedent's death should be included. Interest accruing or 
falling due subsequent to the decedent's death should be reported in 
the return of the estate. (Also sec. 212, art. 23.) 



(See 16-20-875; sec 214(a)3, art 134.) Treatment of Federal 
estate tax in computing net income of estates subject to Federal 
income tax. 



(See 17-20-877; sec. 201, art 1548.) Liquidation of corporation 
whose sole stockholder is an estate. 



(See 18-20-896; sec. 213(b), art. 84.) Taxability of income from 
property bequeathed to a State institution. 



■ (See 29-20-1074; sec. 214(a) 2, art. 121.) DeductibUity of interest 
upon overdue Federal estate tax. 

30-20-1092 
Op. A. G. 2 

Property of enemy aliens which is seized and held by the Alien 
Property Custodian can not be said to be held in trust within the 
meaning of the Revenue Act of 1918. The Alien Property Custodian 
is merely an agent or official of the Government, having custody of 
the property, and not a trustee or fiduciair required to make re- 
turns of income and pay the tax found to be due. 

Where the property or income is returned to the former owners, 
and the amounts so returned include income accruing during the 
period of its retention, the former owners are liable for income tax, 
and the Treasury Department, which has had custody of the income 
so arising, will ascertain the taxes due thereon and require them to 
be paid. (Also sec. 223, art. 404; sec. 225, art. 424; sec. 200, art. 1522.) 



(See 31-20-1102; sec. 214(b) 8, art. 133.) Sjiecial assessments 
levied upon property for maintenance and repair of streets and 
sidewalks. 

(See 32-20-1112; sec. 1, art. 1504.) When trusts are not associa- 
tions. 

Section 219, Abticle 342: Estates and trusts 11-19-382. 

taxed to fiduciary. S. 1088. 

Where the income of a trust fund is payable only in the discretion 
of the trustees, such income as the trustees in their discretion distrib- 
ute to the beneficiary during the years 1916 or 1917, is taxable to the 
recipient personally (Act of Sept. 8, 1916, sec. 2(b) ). Such income, 
however, as is received in 1918 or later years by the trust estate is 
taxed to tjie trustees irrespective of the exercise of their discretion. 

16-19-^*2. 

T. B. K. 47. 

Income of an estate during the period of administration which is 

not paid or credited to the beneficiary is taxable to the estate even 

though such beneficiary was, as a matter of law, entitled to be paid 

or credited with such income during that year. 

9-20-774. 
O. 1001. 

ACT OF 1013, FARAORAPH D; ACT OF SEPTEMBER 8, 1916, SECTION 2 ; 
ACT OF SEPTEMBER S, l»ie, AS AMENDED BT THE ACT OF OCTOBER 
3, 1917, SECTION 2. 

The income of a trust estate which is accumulated and added to 
the corpus, the beneficiary of which is unascertained, is taxable as 
income of the trust. Law Opinion 322 modified. 



(See 12-20-792; sec. 202, art. 1562.) Taxability of gain from 
sale of stock by trustees under will. 

13-20-810. 
A. R. M. 37. 
1. The undistributed net income of a trust estate under the con- 
trol of a resident fiduciary and subject to the jurisdiction of a State 
or Territory of the United States, or of the District of Columbia, is 
taxable in the same manner as income accruing to an unmarried 
resident individual, irrespective of the fact that the creator of the 
trust may be a nonresident alien and irrespective of the fact that the 
ultimate beneficiaries may be nonresident aliens. The exemption to 
which a single person is entitled may properly be claimed regard- 
less of the citizenship or residence of the creator of the trust or of 
the beneficiaries for whom the income is retained. ( ~i-i(-)olc 



2. The income of an estate in process of administration in the 
courts of a State or Territory of the United States or of the District 
of Columbia by resident fiduciaries is taxable as an entity, irrespec- 
tive of the fact that the decedent may have been a nonresident indi- 
vidual and the beneficiaries or distributees may be nonresident aliens 
and the income may be, in part or whole, derived from foreign 
sources. The same specific exemption may properly be claimed aa 
provided for under (1) above. The income taxable to the estate 
IS determined after applying the provisions of section 219(c), 

3. Nonresident alien fiduciaries of trusts subject to the Jurisdiction 
of a foreign country are taxable on undistributed net income from 
sources within the United States, irrespective of the fact that the 
creator of the trust or estate may be either a citizen or resident of the 
United States or a nonresident alien and the beneficiaries may be 
either citizens or residents of the United States or nonresident aliens. 
An exemption allowed a single person may properly be claimed, 
provided the fiduciary is a citizen or subject of a country which 
imposes an income tax and allows a similar credit to citizens of the 
United States not residing in such country. 

4. The income of estates in process of administration in the courte 
of a foreign country by nonresident alien fiduciaries is taxable as an 
entity in so far as the income received is from sources within the 
United States, irrespective of the fact that the decedent may have 
been either a nonresident alien or citizen of the United States and the 
beneficiaries in the distribution may be either nonresident aliens or 
citizens or residents of the United otates. The same specific exemp- 
tion as provided for in (3) above may be claimed under the same 
conditions and limitations. (Also art. 346.) 



O. D. 607. 

Under the will of A, property was given to the X Trust Company 
to he held in trust for His wife and daughter for the period of their 
lives, the income accruing to be divided equally between them. It 
was provided that upon tiie death of the wife she might appoint a 
certain portion of the estate by her will and a similar provision was 
made in the case of the daughter. The principal remaining at the 
termination of the trust was directed to be paid over to certain char- 
itable and educational corporations. 

In case the corpus of the estate remaining upon the death of the 
life beneficiaries was not in excess of the amount which might be 
appointed bv the life beneficiaries in their respective wills the char- 
itable and educational corporations would, of course, receive no part 
thereof, since it would go to the persons designated by the wife and 
daughter under the power of appointment given to them by the will 
of the testator. 

In 1918, prior to the termination of the trust, a certain sum was 
received by the trustee from the sale of subscription rights on stock, 
which sum was added to the corpus of the estate. The question pre- 
sented is whether the proceeds so received by the trustee and added 
to the corpus of the estate are taxable inasmuch as such tax would 
operate to diminish the sum eventually to be distributed to charitable 
corporations which are exempt from tax. , C'iOOqIc 
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Asemmng that tiie subscription rigbte on stock vhich were sold 
wer« granted directly to the X Trust Company as trustee, it is held 
that the entire proceeds from their sale, which was added to the 
corpus of the estate for future distribution, must be reported by the 
trustee in the return for the estate on Form 1040, revised, together 
with all other income so accumulated during the taxable year. Such 
income is subject to both normal tax and surtax in the hands of the 
trustee at the rates prescribed hg law for tiiat year. 

26-20-1029. 

O. D. 560. 

Profit from the sale of property during life tenancy, which profit 

is held for future distribution to repiaindennen, is taxable as an 

entity in the hands of the trustees of the estate. 



Section 219, Article 343 : Decedent's 1-19-71. 

estate during administration. O. D. 52. 

There should be included in the return filed for a deceased 
stockholder of a personal service corporation the distributive share 
of the decedent in the profits of the corporation from the beginning 
.of the year to the date the stockholder died. The return filed for 
the estate should include the distributive share in the profits of the 
corporation from the date of the stockholder's death to the end of 
the year. 

11-19-383. 

O. D. 219. 
A loss can not be claimed in a return rendered for a decedent 
covering the taxable period to the date of his death where the cost 
of securities, or their fair market value as at March 1, 1913, if 
acquired prior thereto, is in excess of the value established by 
appraisal for the purposes of administering the estate, except in tlie 
case of a decedent who was a dealer in securities and regularly 
inventoried his securities and made his returns accordingly. The 
executor should not make returns of book gains or losses, either up 
to the date of death or on transfer of the property to the legatee or 
to a trustee under the will, or from one trustee to a succeeding 
trustee, the appraised value remaining as the basis for computing 
all subsequent realizations of losses or gains in cash. (Also sec. 
214(a) 4, 5, 6, art. 144.) 

13-20-811. 

S. 1229-A. 

iNcouE tax: estates: seoiion 2{b), act of September e, i9i6, as 

AMENDED BT THE ACT OF OCTOBER 3, 101T, AND SECrlON 21d<a), (C), 
EEVENTJE ACT OF 1918. 

Taxing income from real estate to the estate durina admmi»tra- 
turn. — W here the deceased owner of real estate in the District of Co- 
lumbia has not, in his will, directed the sale of real estate, or devised 
the same upon trust to be sold, to pay debts, legacies, or for other 
purposes, or done such other act as to effect equitable conversion of 



hifi real estate at his death, and the personal property is sufficient to 
pay all the debts and legacies, the real property does not form part 
of the "estate" within the language of section 2{h\ of the Act of 
September 8, 1916, as amended, or of section 219(a), (c), of the 
Kevenue Act of 1918, and the executor of the estate will not be 
required to make a single return for the income from the real estate 
and the personal e^ate of the said decedent during the administration 
of the estat«, even though the real estate was devised to a trustee. 
Solicitor's Memorandum No. 1229 revoked. 



JSiee 21-20-953; sec 2U(a), 2, art. 121.) Deduction of interest 
paid upon notes of decedent. 



O. D. 637. 
Under a liberal construction of the langiua^ of section 214 it seems 
possible to hold that the collection of the income due to an estate 
constitutes a " business " of a temporary character, and that ex- 
penses having a reasonable, proximate relation thereto are deductible. 
Further than this it is impossible to go. An administration expense, 
merely as such, is not deductible ; and under this general rule would 

Spobaoly fall ordinary executors' commissions and attorneys' fees. 
'n the other hand, such necessary expenses as office rent or the com- 
pensation of a business agent might be deductible, the test in every 
case being whether the expense is an ordinary and necessary incident 
of the coUection of the income due to the estate. (Also sec. 214(a) 1, 
art. 101; sec. 215, art. 293.) 

(See 25-20-1017; sec. 214(a)7, art. 151.) Deductibility of losses 
determined after decedent's death. 

29-20-1082. 
O. D. 598. 
Where a beneficiary of an estate is an enemy alien, the Alien Prop- 
erty Custodian is entitled to receive from the administrator or ex- 
ecutor the net amount found to be due such beneficiary. Prior to 
the transfer to the Alien Property Custodian it is the duty of the 
adininistrator or executor to report and pay any income tax found 
to be due from the estate, but after the receipt by the Alien Property 
Custodian of the enemy s share therein, no further tax can be re- 
quired to be reported or paid by that officer. In case the property 
is ultimately received by the beneficiary such part as represents 
income is suoject to tax in the hands of the enemy alien. The ques- 
tion of how this tax shall be collected is a matter of procedure be- 
tween the Alien Property Custodian and the Bureau of Internal 
Revenue. (Also sec. 225, art, 421.) 

33-20-1134. 
O. D. 631. 

A, in July, 1919, contracted to sell her farm. By the terms of the 
contract $2,500 was pedd down, $8,000 was to be paid on March 1, 
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1920, at which time deed was to be given and possession transferred, 
and the balance, represented by not^ bearing 5 per cent interest, and 
secured by first and second mortgages, was payable ^0,000 in 1930, 
and $34,000 in 1935. The payment of $2,500 made at the time con- 
tract was signed was to apply on the total purchase price of the prop- 
erty. On ^ptember 4, 1919, pending the execution of the notes and 
mortgages, A died, leaving four children who are equal beneficiaries 
under her will. 

Held, that no portion of the initial payment of $2,500 received by 
A in July, 1919, pursuant to the contract of sale is income to the 
decedent, and no portion of that amount is to be reported in her 

froas income for the period from January 1, 1919, to the date of her 
eath inasmuch as it represents merely a deposit or earnest money to 
bind the contract, no sale of the property having actually taken place. 
If the terms of the contract have oeen carried out and the property 
transferred to the purchaser prior to the termination of the adminis- 
tration of the estate, the executor will be required to report as income 
in the return to be filed for the estate for the taxable year 1920, the 
difference between the fair market value of the property at the date 
of the death of the decedent {such value to be based upon the value 
of the property as appraised for the purposes of the Federal estate 
tax) and the total price received for the property, the notes of the 
purchaser being considered as the equivalent of cash. (Also sec. 
213(a), art. 46.) 

83-20-1135. 
O. D. 632. 

An executor who pays to another, as agent, a conuuission upon the 
sale of property belonging to the estate may deduct from the selling 
price the amount so paid in determining the gain or loss arising from 
the sale. 

An executor who retains as his commission a portion of the amount 
received by him from the sale of property belonging to the estate 
may not dediict the amount in preparing a return for the estate 
since any service performed by him in that connection is deemed to be 
a part of his duties as executor. Such a commission, however, should 
be included in the gross income reported in the executor's personal 
return for the year in which received. 

Where property owned by an estate is sold, the amount of the 
stamp tax upon the deed conveying title to the property constitutes 
an allowable deduction in the return , of the estate. (Also sec. 
214(a) 1, art. 101 ; sec. 214(a) 3, art. 132.) 

Section 219, Article 344: Incidence of tax on 

estate or trust. 

(See 9-19-337; sec. 211, art. 13.) Trustees of assets of oil com- 
pany, selling property, value of which has been demonstrated by 
exploration and discovery work by the trustees. 

28-20-1058. 

O. D. 582. 

A taxpayer in October, 1919, converted all of his property into 

cash and distributed it to his wife and sister, so that at uie tune of . 
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his death is January, 1920, nothing remained to be administered or 
to satisfy his income tax liability. It is stated that the net income 
from the operation of his farm in 1919, together with the profit de- 
rived from the sale of his property, was sumcient to require a return. 
Held, that the gift tended to defeat the intent and purpose of the 
income tax law and that liability for tax upon the income accruing 
from the sale attaches to and follows the property distributed into 
the hands of the recipients ; also that a return for 1919 should be filed 
on behalf of the decedent and that the tax found to be due should be 
assessed again^ the estate of the decedent, but that demand for pay- 
ment shomd be made upon the recipients of the gift. (Also sec. 
213(b), art. 73; sec. 225, art. 421.) 



Sechon 219, Abtiole 345: Estates and trusts 1-19-69. 

taxed to beneficiaries. S. 961. 

When a trust provides for the .distribution of income " when re- 
ceived," the beneficiary should account for it personally whether 
distributed to him or not. The creator of the trust is not liable for 
income tax with respect thereto. 

5-19-255. 

O. D. 156. 

Where the income of an estate is to be distributed periodically by 

the trustees to the beneficiaries, and the trustees sell part of the 

principal or corpus of the estate at a loss, the beneficiaries are not 

allowed to deduct any part of the loss in their income tax returns. 

10-20-780. 
S.1344. 

BUUNO TTNDER BBVBNUB ACT OF 1917. 

Where a person transfers funds or property to trustees to pay to 
him during his lifetime so much of the income as he mav demand, 
and from time to time as much of the principal as sucn trustees 
might deem advisable, all un withdrawn income at the date of the 
death of the settlor to become a part of the trust fund, the settlor 
should return in any one year all the income accruing from such 
trust fund whether actually withdrawn by him or not. 

The trustees under such deed mi^t make return of all income from 
the trust, but are relieved from paying a tax thereon. (Also, sec. 226, 
art. 421.) 

24-20-1006. 
S. 1371. 

INCOME tax: act of OCTOBER 3, 1613. TRUST ESTATES. 
administrative: compromise. section 8229 R. 8. 

1. Income received by a trustee under a will prior to November 1, 
1913, and by the trustee paid over to the sole beneficiary of the trust 
prior to that date but during the taxable year 1913 should be returned 
DT the beneficiary as income for the purpose of the tax imposed by 
' le Act of October 3, 1913. In auch case the trustee is not required to 



the 



172 

withhold the normal tax, but should file an infonuation return on 
Form 1041. 

2. The Commissiouflr of Internal Eevenne has no power under the 
proyisions of sed;ion 3229, Revised Statutes, to o(mipTomi8e taxes 
legally due from a solvent taxpayer, (Also sec. 250, art. 1011.) 

80-20-1093. 
O. D. 606. 

The will of A established a trust fund for the benefit of B during 
her natural life, the income to be distributed to her periodically. 
The trust fund is invested in two mortgages upon property owned by 
B, and by verbal agreement it is providedthat B should pay no inter- 
est upon the mortgages and that the trustees should pay her no income 
from the trust. 

Held, that the trustee must file a retum on Form 1041 to account 
for all the income accruing to the estate and to show the name and 
address of the beneficiary, together with her distributable share of 
the net income of the estate, which will be the entire net income. The 
beneficiary *ill then be required to report her entire distributable 
share of tne net income of the estate. She may, however, claim a de- 
duction for the amount of interest accruing upon the mortgage oo 
her property. 

Sechion 219, Article 347 : Estates and trusts 10-20-781. 

which can not be treated as a unit. T. D. 2987. 

Regulations 45 are amended by adding thereto article 347 to r^ad 
as follows: 

Abt. 347. Ettates awl truntg ickicli can not be treated as a unit. — In the case 
of certain estates and trusts It la recognized that the estate or trust can oot be 
treated as a unit for Income tax purposes and may represent an aggregate of 
distinct interests to all of which the fiduciaries are responsible; In such cases 
the procedure stated la this article should govern. The following are recognized 
as cases which can aut be treated as a unit and must, therefore, be governed 
by this article; (o) When there Is income distributable periodically and also 
Income which Is to be accumulated in trust, held for future distribution, or addnl 
to the corpus; (b) when there Is income distributable periodically and also 
income (according to the Federal income tax statutes and regulations) which 
Is not distributable periodically under State law, e. g., gains from sale of capital 
assets, stock dlvldpnds; (c) when there is Income distributable periodically and 
deductions (according to Fefleral income tax statutes and regulations) which ere 
not deductible umler State law from the distributable Income, e. g., losses from 
the sale of capital assets, depletion, depreciation. 

In ascertaining whether an estate or trust tomes within any one of the cases 
Just enumerated, the provisions of the Federal statutes and regulations — rather 
than the provisions of the will or trnst and the provisions of State laws — shall 
determine what items constitute taxable gross income or allowable deductions; 
the provisions of the will or trust and of State laws shall determine the alloca- 
tion of items of gross income or deductions ; that is, to wUch of the different 
interests making up the whole such items shall be charged or allowed. In cases 
which are to be treated under this article, the items of gross Income and deduc- 
tions as determined by the Federal income tax statutes and regulations must 
be scrntinlzed and classified in accordance with the provisions of the will or 
trust or rules of local law Into two classes, one subject to the procedure specified 
in subdivision (c) of section 21fl, and tlie other to the procedure spedfled in 
subdivlsloo (d) of section 219. The result will be that the beneficiary to whom 
income Is to be distributed periodically must Include In computing his net 
In^me the amoimt actn^ly distributable to him (except exempt income) even 



173 

thougb the aggregate of the distributive shares should be larger than the net 
iDcome of the estate or trnst rompated as a unit. Any gain, profit, or Income 
which Is not periodically distributable must be Included in computing the net 
Income of the estate or trust so that the fldnclary will pay tlie tax upon any 
excess of the net Income of the estate or trust computed as a unit over the 
aggregate distributive shares. 

For example, a trust Is created the Income of which Is distributable periodically 
for the life of the beneficiary, the remainder over to others. The trust has the 
foUowlng itemfi of Income: Rent, (8,000; interest, $2,000; gain on sale of capital 
assets, ¥1.600; cash dividend, $1,000; and deductions, geno^ expenses (all 
deductible from distributable Income), $700; depreciation, $300; loss on sale of 
capital assets, $3,000. Unden the terms of the trust $5,300 will be distributed 
to the beneficiary, viz, rent, $3,000; plus Interest, $2,000; plus dividend, $1,000; 
less general expenses $700. The gain and loss on the sale of capital assets will 
be considered capital items affecting the corpus only, and the items of deprecia- 
tion will not afreet the amount to be distributed, there being no rule of State law 
or provision of the trust requiring this deduction from distributable Income. 
In such a case the fiduciary must report on Form 1041, showing a net income 
for the trufit of $3,S00, and must show as the distributive share of the bene- 
flclary the $5300 to which he is entitled. The beneficiary must account for the 
amoont actually distributable to him as Income, viz, $5,300, as provided in 
section 2ig(d) and will be entitled to a credit of $1,000 on account of the 
dividends In computing the normal tax, but not to any deduction on account of 
depreciation or capital losses. 

If there bed been no loss on the sale of capital assets so that the net income 
of the estate or trust was $6,500, Form 1041 should show the distributive share 
of the benefidary as $5,300, and the distributive share of the fiduciary as $1,200 ; 
and the flduclarF should file a separate return on Form 1040A, reporting Jfl,200 
for taxation. 



12-20-T95. 
O. 1013. 

Under section 219 of the Revenue Act of 1918 where an estate or 
trust represents different interests and is not susceptible of treatment 
as a unit, the fiduciary, in determining the distributive shares of the 
beneficiaries, shall analyze the items of gross income and deduction 
and shall (a) account as fiduciary for income held for future distribu- 
tion or added to the corpus: (b) assign to the beneficiaries income 
which is distributable periodically ; (c) report on form 1041 the net 
income of the estate or trust computed as a unit, but show as the dis- 
tributive shares of the beneficiaries the amounts of income which 
should be periodically distributed to them (whether distributed or - 
not)'; {d) report on form 1041 any excess of the net income of the 
estate or trust over the aggregate distributive shares of the individual 
beneficiaries as the di^ributive share of the fiduciary; (e) if such 
amount exceeds $1,000, make a separate return on form 1040 or 
1040-A including such income. 

The result of this will be that each beneficiary must include in 
computing his net income the entire sum which should be periodi- 
cally distributed to him (whether distributed or not) from the 
e^ate or trust as income (other than exempt income) and no more 
than such sum. 

12-20-796. 
O. D. 413. 
T. D. 2987 revolros all previous rulings inconsistent therewith and 
is retroactive to January 1, 1918. /-- i 

•' ' n,gti7cd3yG00glC 



SECTION 220— PROFITS OF CORPORATIONS 
TAXABLE TO STOCKHOLDERS. 

Section 220, Abticlb 351 : Profits of cor- 1-19-^. 

poratioD taxable to stockholders. T. B. M. 2. 

Section 220 does not apply to the case of a corporation which 
retains profits to meet the reasonable requirements of its business, 
surIi as for purposes of meeting maturing obligations, necessary in- 
creased working capital, additions to plant to be made in the im- 
mediate future, or other similar proper purposes, provided that such 
profits are withheld in absolute good faith, and not for the purpose 
of evading any tax or any rate of taxation in force at the time. 
Whether a corporation is taxable under section 220 can not be deter- 
mined in advance ; it must be determined at a later date in the light 
of what it has actually done with the profits retained. 

2-19-156. 
O. D. 106. 
Corporations buying Victory notes with accumulated surplus will 
not subject their stockholders to the provisions of section ^0, Rev- 
enue Act of 1918, unless the accumulated surplus is beyond the 
reasonable needs of the business. Investment of unreasonable sur- 
plus in Victory notes can not prevent the application of section 220, 
but obviously no unfavorable construction will be based upon the 
mere fact that a surplus is invested in Victory notes. Where a dis- 
tillery or brewery business, between now and the time when national 
prohibition becomes effective, holds 1918 earnings or earnings of 
earlier years, either by reason of doubt as to th3 outcome of pending 
litieation or by reason of a desire to reinvest capital and accu- 
mulated earnings in a different business, such action of itself will not 
be regarded as bringing the corporation within the provisions of 
section 220. 

■ 8-19-326. 
O. D. 188. 
Section 220 of the Revenue Act of 1918 applies only to income 
of 1918 and subsequent years, and can not be utilized to force a dis- 
tribution of unnecessary surplus accumulated in prior years. To 
such unnecessary accumulations, however, the provisions of the Acts 
of October 3, 1913, September 8, 1916, and October 3, 1917, will be 
■ applicable according to the respective years in which such Acts were 
in effect and Fuch portions of the surplus were accumulated. 

(See 2-20-667; sec. 201, art. 1542.) Application of section 220 in 
the case of a corporation which retires a portion of its capital stock 
without distributinc its surplus. 



without distributing its surplus. 



Section 220, Ahticle 358 : Unreasonable accumulation 15-19-448. 

of profits. S. 1117. 

The question as to the unreasonable accumulation of undivided 
profits is one of fact to be decided upon a consideration of the volume 
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of bnsinesa done and the primsples of Bound boBiness miuiagenient. 
The fact that a corporation having a capital stock of lOm dollars and 
doing an annual buaineas in excess of 150ai dollars has an accumula- 
tion of 55^1 dollars in undivided profits is not sufficient basis for find- 
in? that there has been an unreasonable accumulation of profits, 
(solicitor's Memoraudum 153 overruled.) 



SECTION 221— PAYMENT OF TAX AT SOURCE. 

SnonoN 221, Article 361 : Withholding tax at source. 

(See 1-19-16; sec. 213(c), art. 92.) Withholding obligations of 
a domestic corporation in case of payments to a nonresident alien 
individual or to a foreign corporation, of interest on obligations of a 
foreign government. 

1-19-76. 
O. D. 56. 
When a debtor corporation fails to withhold the 2 per cent 
tax where its bonds contain a tax-free clause, and the owner has filed 
Form 1000, there is no obligation on the bank first receiving the 
coupons to withhold the tax, as assessment wUl be made against the 
debtor or its disbursing agent based on the tax liability as disclosed 
by the ownership certificate, Form 1000. 

6-19-277. 
O. D. 167. 
Income tax should be withheld from interest payments to non- 
resident aliens upon bonds at rates in force during year in which 
payments were actually made, although bond interest is held to 
■ represent income for year during which coupons became due and 
payable. Any tax withheld and paid to Grovemment in excess of 
taxpayer's liability may be adjusted through claim for refund. (Also 
- art. 371.) 

^ 7-19-298. 

O. D. 175. 
If the owner or operator of a mine leases a portion thereof to a 
contractor whose operations are separate and distinct from that of 
the owner or operator, and nonresident aliens are actually employed 
by the contractor; the duty of withholding as to such nonresident 
alien employees is that of the contractor rather than the owner or 
operator. 

In the case of a claim for personal exemption by a nonresident 
alien employee for withholding purposes, the name and address of 
the employee should be secured by the employer, regardless of the 
fact that for the convenience of the employer the employee is known 
by number only. (Also sec. 217, art. 315.) 

10-19-^59. 
O.D.207. 
Debtor corporation having appointed duly authorized with- 
holding agent, should file with collector for district in which debtor 
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corporation is located notice of such appointment, giving name and 
address of withholding agent. Only one copy is required and no 
special form prescribe*!. 

11-19-388. 

O. D. 220, 
A bank purchasing abroad coupons of bonds issued by domestic 
corporations will be held- prima facie to be recipient of income. 
Ownership certificates should therefore be secured from original 
owners or bonds in order that tax may be withheld as provided in 
sections 221 and 237, Bevenue Act of 1918. 

~ 13-19-424. 

O. D. 246. 

Wages earned by a nonresident alien on an occasional coastwise 

voyage on a vessel generally making foreign voyages is income from 

sources within the United States, and is subject to withholding. 

(Also sec. 213(c), art. 92(a>.) 



(See 18-19-478; sec. 213(c), art. 92.) Withholding requiremeata 
in the case of interest on bonds of a corporation organized in the 
United States but doing no business nor owning property therein. 

18-19-485. 
O. D. 269. 
When a bank in the United States collects interest upon foreign 
securities for its nonresident alien customers and credits same to 
their account, allowing interest on the balances maintained, the 
identity of the interest derived from foreign securities is lost, and the 
interest thus paid or credited is subject to taxation and withholding 
under the Revenue Act of 1918. 

20-19-512. 

O. D. 279. 

Scrip issued bj a corporation to bondholders in payment of interest 

Uue upon its bonds is equivalent to cash payments and is subject to 

withholding under the rates in force at the tune of issuance. 

12-20-797. 
O. D. 414. 
Where neither bonds nor the trust deeds given by the obligor to 
secure them contain a tax-free covenant, supplemental agreements 
executed by the obligor corporation and the trustee containing a tax- 
free covenant and which modify the original trust deeds to that extent 
are of the same effect from the date of their proper execution as if 
they had been part of the original deeds of trust, and the bonds from 
such date are subject to the provisions of section 221 (b) of the Reve- 
nue Act of 1918, provided proper authority exists for tlw modification 



of Hie trust deeds in this maiuief . The authority must be contained 
in the original trust deeds or actually secured from the bondholders. 



1&-20-852, 
O. D. 455. 
A domestic corporation owning no property and doing no business 
in the United States issued bonds containing a covenant to pay the 
interest without deduction for any taxes under any law of the United 
States, any of its possessions, or of a foreign country. Under such 
circumstances the corporation is not absolved from the withholding 
requirements of section 221 (b) of the Revenue Act of 1918 in the case 
of Dondhoiders who are citizens or residents of the United States. 
The situation is not analogous to that of interest from nonresident 
corporations paid to nonresident alien individuals. Such income is 
not taxable gross income and need not be reported by the nonresident 
alien individual. Such interest, however, paid to citizens and resi- 
dents of the United States is taxable gross income, must be reported 
by the taxpayer, and a tax upon such income is due the United States. 
No exception as to withholding requirements may be made even 
though the amount of tax withheld and paid to the United States 
possession or foreign country is claimed by the bondholder as a credit 
against his income tax liability to the United States Government 
under the provisions of section 222 of the 1918 Act. 



21-20-955. 
O.D.517. 

The M Company is a cor|>oration which was oi^anized in the 
United States, but its principal assets are locatea in a foreign 
country. The accounts of the corporation were kept abroad until 
1915 wnen its affairs were placed in the hands of receivers appointed 
by a United States court. Since that time the receivers have con- 
ducted the business for the benefit of the bondholders on whose 
behalf they were appointed, but upon the liquidation of the overdue 
interest upon its mortgages the corporation will be reinstated as 
an operating company. The corporation owns property in this 
country which it has pledged as part security for 'its mortgages; 
it maintains an office in the United states for convenience in making 
purchases of goods to be shipped to the country in which it oper- 
ates ; its funds are on deposit in domestic banks. In addition, the 
receivers have an office in this country where they conduct the affairs 
of the corporation. 

Held, that the company is not only a corporation organized under 
the laws of the United States, but is also a resident of the United 
States, actually and substantially carrying on business therein. 
Consequently, interest paid on its tax-free covenant bonds to non- 
resident aliens is income from sources within the United States 
within the meaning of section 213(c) of the Revenue Act of 1918, 
and is subject to withholding at the source at the rate of 2 per cent 
in accordance with section ^l(b) of that Act. (Also sec. 213(c), 
art. 91.) 

11417°-20 12 n,g,„,, ,,CoOglc 
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21-00-956. 
O. D. 618. 
"Withholding at th« highest applicable rate** as provided in 
article 361 of Regulations 46, in Qie case of interest on bonds or 
other securities ^ere the owner is unknown to the withholding 
agent is interpreted to mean the highest rate of tax applicable under 
section 221 of the Revenue Act of 1918, viz, 2 per cent in the case 
of tax-free bonds and 8 per cent in the case of other fixed or deter- 
minable annual or periodical income. (Also art. 368,) 

21-20-957. 

O. D. 519. 
The Rerenne Act of 1918 provides for withholding of 2 per cent 
of the interest on tax-free covenant bonds only when such bonds are 
the obligations of a corporation. "Withholding is therefore not 
required on the interest on tax-free covenant bontS, when the obligor 
is other than a corporation. 



O. D. 561. 

The term "corporation" as used in section 321(b) of the Revenue 
Act of 1918 is construed to include foreign, domestic, and resident 
co rpo rations. 

Where a foreign corporation has a fiscal agent or paying agent 
in this country such agent is required to withhold the normal tax 
of 2 per cent upon the interest derived from its tax-free covenant 
bonds in the following instances: 

When the owner of the bonds Is a citizen or resident of the United States 
who does not wlsb to claim exemption from having tax paid at the sonrce on 
each interest; 

When the owner of tlie bonds Is a domestic partnership or a personal service 
corporation ; 

When the coupons are presented unaccompanied by an ownership certificate. 

The fiscal agent or paying agent, is required to file monthly returns, 
Form 1012, revised, accompanied by tne ownership certificates re- 
ceived, and annual returns, Form 1013, revised, both forms modified 
to show its name and address as the agent of the debtor corporation 
concerned. 

(See 28-20-1053; sec. 213(c), art. 92.) Salary paid to nonresident 
alien employee during temporary visit to United States. 

32-20-1120. 
O. D. 624. 
The M Company is trustee for the debenture holders of a banking 
corporation which became insolvent in 1914. Under the agreement 
the trustee was to hold the collateral deposited with it to secure pay- 
ment of the principal of the bonds and interest thereon. The bonds 
do not contain a tax-free covenant clause. Since the insolvency the 
trustee has been engaged in liquidating the collateral and appmng 
the proceeds in payment of the debentures. The principal or the 
collateral having proved insufficient to cover the principal of the 
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debentures, a part of the interest collected on the collateral was ap- 
plied in payment of the debenture principal, and the question is 
raised whether with respect to payments to foreign bondholders, all 
of whom are nonresident alien individuals, the tax should be with- 
held and paid on the collateral interest which is accepted in part 
satisfaction of the debt, and whether the trustee should withhold and 
pay a tax of 8 per cent on the amounts paid during 1920, as arrears 
of interest 

Held, that no tax is due on the interest from the collateral security 
which is applied in satisfaction of the principal of the debentures, 
but the fiduciary should withhold and pay a tax of 8 per cent on the 
amounts paid in 1920, to nonresident alien individuals on account of 
arrears of interest. 

Section 221, Abticib 362 1 Fixed or determinable 2-19-157. 

annual or periodical income. S. 975. 

Winnings of horses at a race track credited by the racing association 
to a nonresident alien owner and trainer of the horses winning such 
amounts are not fixed nor determinable annual or periodical gains, 
profits, and income within the meaning of section 221(a), Hevenue 
Act of 1918, and no withholding by the racing association is necessary. 



(See 4r-20-708| sec. 233, art. 560.) Share of profits realized by a 
foreign corporation on sales of its merchandise made in the United 
States by a domestic corporation, 

16-20-865. 
0. 1024. 

DISOOTJNT ON AOOEPTANOE8 : WrTHHOLDING. 

The excess of the face value of a so-called bank acceptance as 
collected at its maturity, over the amount paid therefor by a person 
collecting the acceptance at maturity, is not interest within the 
uieaning of sections 221(a) and 237 of the Revenue Act of 1918, 

Gains and profits derived from the purchase and sale of so-called 
bank acceptances are not fixed and determinable annual or periodical 
income within the meaning of sections 221(a) and 237, and are not 
subject to the withholding provisions of the Ait, (Also sec. 237, art. 
601.) 

24-20-1007. 

O. D. 549. 

Interest on call loans made by a domestic bank for the account of 

a foreign bank is subject to withholding under section 221(a) of the 

Revenue Act of 1918. (Also sec. 237,. art. 601.) 



SBCfnoN 221, AanoLE 363 : Exemption from 2-19-158. 

withholding. O. D. 107. 

In cases where tax was withheld from wages of employees who 
refused to sign the old Form 1078, but who have now signed the 
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new Form 1078, the amoimt of tftx should not be refunded by the 
employer npon execution of the new Form 1078. The amount of tax 
withheld should be reported on Form 1042, and paid to the collector 
of internal revenue for the district in which the withholding agent 
is located, subject to claim for personal exemption provided in section 
216 of the Revenue Act of 1918. 

If the personal exemption is not available to the nonresident alien, 
the amount of tax can be refunded only upon execution of Form 46, 
accompanied by a complete return of the individual's income from 
sources within the United States, and evidence establishing the fact 
that tax has been withheld in excess of the actual liability. (Also 
sec. 223, art. 404.) 

4^19-224. 

O. D. 143. 
In cases where Form 1078 is filed by aliens, a record thereof should 
be made by the employer and certificates forwarded to the Conunia- 
sioner of Internal Revenue, Sorting Division, Washington, D. C, 
not later than the 20th day of the month succeeding that during which 
the certificates were received. 



Section 221, AraiCLH 363(a) : Personal exeinp- " 19-19-4:98. 

tion of nonresident aliens. T. D. 2920. 

Begulations 45 are amended by inserting immediately after article 
363, a paragraph which will be mown as article 363(a), as follows: 

Abt. 363(n). Personal exemption of nonresident aliens. — In case a nonresi- 
dent aUen Is entitled to pergonal exemption and credits for dependents In ac- 
cordance with paragraphs (c), (d), and (e), section 216 of the Revenue Act 
of 1918, and his gross Income from sources In the United States, Including bond 
interest, does not exceed his personal exemption and credits for dependents, a 
certlBcate, Form lOOlB, should be executed and filed with the withholding 
agent If any part of the gross income is derived from Inter^t upon bonds of 
a domestic corporation which contain a tax-free covenant clause. Tlie cer- 
liScate may be ffled with the withholding agent at the end of the calendar 
year, but not later liian February 1 of the succeeding year, and all such cer- 
tificates should be attached to the annual list return, Form 1013. The aroonnt 
of tax due from the withholding agent as shown by Form 1013 may be re- 
duced by 2 per cent of the aggregate amount of Interest payments made to the 
nonresident alien upon tax-free covenant bonds during the calendar year, and 
the amount 0% tax represented by the certificates, payment of which was as- 
sumed on monthly list return. Form 1012, will not be Included in the assessment 
agaii>st tlie withholding agent. The certificate may be filed only by a citizen 
or subject of the countries enumerated In paragraph (a) or (b) of article 307, 
as amended. In case tax in excess of a nonresident alien's tax liability has 
i>een withheld from interest upon bonds which do not contain a tax-free cove- 
nant clanse, the nonresident alien should file or cause to be filed with the 
collector of Internal revenue a return of his gross income from all sources 
within the United States, accompanied by a claim for refund on Form 48. ' 



Section 221, Abticle 364 : Ownership certificates 

for interest coupons. 

(See 17-19-473; sec. 2S7, art. 1091.) Certified copies of ownership 
certificates. 
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21-1&-526. 
T. 0.2923. 

Old forms of ownership certificates will be accepted with respect 
to interest due on and prior to November 1, 1919, when received from 
continental United States, and with respect to interest due on and 
prior to December 1, 1919, when received from abroad. 

Banks and collecting agents, debtor corporations, and withholding 
agents shall refuse to accept the old forms in connection with interest 
due aft«r the respective dat«s named herein ; and collectors of internal 
revenue receiving monthly returns accompanied by certificates on 
the old forms, wnen it shall appear that such certincates were filed 
with debtor corporations or withholding agents, with respect to in- 
terest due subsequent to such dates, shall require the debtor corpora- 
tion or withholding agent concerned to secure certificates on the 
revised forms, 

21-19-527. 
O. D. 284. 
Bonds issued by the War Finance Corporation are not Govern- 
ment bonds, hence ownership certificates are required when coupons 
are presented for payment under article 364 of Regulations 45. 

5-20-719. 

O.D.S92. 

In the case of interest payments on overdue bonds, the interest 

coupons of which have been exhausted, ownership certificates are 

required to be filed when collecting the interest in the same mimner as 

if mterest coupons were presented for collection. 



21-20-968. 

O. D. 620. 

The following is a schedule of ownership certificates to be used 

when collecting income derived from the various classes of securities : 



ChssiScstton ol owner. 



nomssUc or nsldeut corpantltoks. 



Citizen or midsDt of the United States (Individual or 

fldudarv) not daimina aanptbm. 
dtiien or resident of the Duited Statal (Individual or 

tidiidaly) ulwn ompdon It tialnud. 
Domenic or resident partnushlp or peisoBid service cw- 

psretlon. 

Domestic or resident <»rpaiBtlmi 

NcBunsident alien (Individual or fldadary) 

Nonresident alien partnenhlp. ^.,...^....^.... 

ForeUii coiKradiKi Ri>( Aacfnd an olDce or place ofhudDesa 

Id the United States. 
Forelen corporatlcn iaHng 

ttagUnKed States. 

Fenlffi Rovemmeat 

dDtaown owner 



lOOOJine Z. 

1001, line 4. 

1000, lines. 

1000, line 4. 
— I, line 6. 

1001, lines. 
iOOI.IloeT. 



I001,llne2. 

lines. 

-.-.llaei 
.000, tine 3. 
001, line G. 
ICOO, lines. 
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When a foreign eorpontion or a foreign Gtorermnent has issued 
bcHids containing a tax-free covenant clause, and the debtor organi- 
zation has a paying agent in the United States, while the interest 
derived from such oonds is not subject to tax when the bonds are 
owned by nonresident alien individuals, fiduciaries, partnerships, 
or corporationB having no office or place of business in the United 
States, the normal tax of 2 per cent is payable at the source on sach 
interest in certain instancee, as will be seen by the following schedule : 







CluBiaeatlon of ovu. 


'"SS^^^^ 




ettwks of fordga cor- 
pflnUooi. 


s^KSr„rr 


Fnm 1000, line 1 

Form 1000, line 2 

Fonuiaoa.lliieO 

Fo(ii>UI01-A,llii>l.. 

FormlOQl-A.llDeS.. 
Form 1001-A, Use!.. 

FannlOOl-A.IlTiet.. 
yonnl001-A,]liie6.. 


Fomiora-A.Uiioi.. 
Itoniooi-A.iiDBZ.. 


Form lOra-A,^ 1. 
Fona 1001-A, Una 2. 


»SP5S*^ 


FOTinlOOl-A.linol.. 

rormtOai-A.UiieS.. 
ranuia01'A,lliie4.. 

FomilD01-A,11neB.. 
romil001-A,lli»fl.. 


FonBl001-A,linol. 

Form 1001-A, line 3. 

Form ion- A, line S. 
Form 1001-A, lino a. 


gSlKSSSffiS...::: 



Income payable to a foreign eovemment is not subject to Federal 
tax, but should be reported on Tine 6 of Form 1001-A, crossing out 
the word " corporation " and substituting therefor " foreign govern- 
ment." With respect to foreign items presented for collection un- 
accompanied by an ownership certificate, if the item is a coupon de- 
tached from a bond containing a tax-free covenant clause and the 
debtor organization has a paying agent in the United States, line 6 
of Form 1000 is the proper place for reporting such income. (Also 
sec. 256, art. 1078.) 

26-20-1031. 
O.D.562. 
Banks or other collecting agents receiving coupons attached to 
ownership certificates executed on the wrong form, in order to ex- 
pedite the collection of the interest, are permitted to transfer the 
necessary information from the erroneous te the proper form, the 
following notations being stamped in the lower left-huid corner: 



(Name and addrew of bank oi collecting agent.) 



(Name of official eiecntlng eertlOcate.) 



The original certificate should be forwarded with the certificate 
executed on the proper form by the bank or collecting agent, the 
original certificate bearing the notation substantially as follows : 

" ^perseded by ownership certificate Form ," designating the 

form of certificate executed by the.bank or collecting agent 



2ft-20-l(e3. 
O.D.663. 

Where a debtdr corporation defaults in the payment of its bond 
interest and after reorganization the new corporation pays the in- 
terest in scrip bearing 6 per cent interest, the bond owners are re- 
quired to execute ownership certificates when exchanging their in- 
terest coupons for the scrip, which is he!d to be equivalent to cash 
for income tax purposes. 

No tax is required to be withheld from the 6 per cent interest paid 
by the terms of the scrip on the defaulted bond interest, unless the 
scrip is held by nonresident aliens, in which case the normal tax of 
8 per cent or 10 per cent is required to be withheld, dependent upon 
whether such holder is a nonresident alien individual or nonresident 
alien corporation. (Also art. 361; spc, 213(a), art, 31,) 

31-20-1104 

O. D. 615 

It is necessai? for the efficient administration of the Revenue Act 

that the post office addresses of debtor corporations be supplied on 

ownership certificates, but the requirement that the street addresses 

of the corporations be furnished may be waived. 

31-20-1105 
O. D. 616 

A foreign corporation, notwithstanding the fact that it claims to 
be exempt under section 231, is required to file ownership certificate, 
Form lobo, revised, in collecting interest on bonds issued oy domestic 
or resident corporations, and the debtor corporation, or its duly au- 
thorized withholding agent, is required to pay the amount of tax 
due on such interest in accordance with the withholding provision 
of the statute. Such foreign corporation, however, has the privilege 
of establishing its exemption in accordance with article 511, Hegula- 
tions 45. When a debtor corporation has assumed the payment of 
the normal tajc of 2 per cent on the interest derived from its tax-free 
bonds, owned by a foreign corporation which claims to be exempt, 
the debtor corporation may file a claim for refund of such tax accom- 
panied by the proof of exemption submitted by the foreign corpora- 
tion. Otherwise, the foreign corporation should file a claim for 
refund accompanied by the required proof. (Also sec. 231, art. 511 ; 
sec. 252, art. 1036.) 

34r-20-1150 
O. D. 641. 

A, a resident of this country, is entitled to the interest accruing on 
some Crerman war loan securities which are held for him by a German 
bank. This institution has requested a domestic bank to transmit 
the amount to A, by drawing a check or draft upon the foreign bank, 
and the question arises whether, before sending such check or draft 
to the payee, the bank is required to secure an ownership certificate 
on Form 1001-A, revised. 

Held, that an ownership certificate 'is not required untU the foreign 
item is actually collected, either by the cashing or the depositing 
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of the check and no reeponsibility with respect to recjiiiring an owner- 
ship certificate attaches to the domestic banking institution in connec- 
tion with this transaction unless A presents the foreign item to it for 
collection. When the foreign item is collected the amount should be 
reported on ownership certificate, Form 1001-A, revised, in the 
equivalent of United States money values, according to the rate of 
exchange in effect at the time collection is made. The check or draft 
drawn oy the domestic banking institution on the foreign banking 
institution should bear a notation as to what the payment represents, 
in order that the first bank making payment of such amount may be 
enabled to identify the check as a foreign item. (Also sec. 256, art. 
1078.) 

Section 221, ABncuc 865 : Foijn of certificate 4-19-225. 

where withholding required. O, D. 144. 

Form 1000, revised, should be used by nonresident alien individuals, 
fiduciaries, and corporations only when the bonds are issued by 
domestic or resident corporations, whether or not the bonds contain 
a tax-free covenant clause. A foreign corporation not engaged in 
trade or business within the United states which has a fiscal agent 
in the United States is not a resident corporation. 



O. D. 339. 
Personal service corporations are to be treated, so far as practi- 
cable, on the same basis as partnerships for the purposes of with- 
holding under section 221(b) of the Revenue Act of 1&18. Corpora- 
tions which have received notice from the Income Tax Unit that their 
returns as personal service corporations have been approved may 
thereafter, and not before, issue Form 1000 in collecting interest 
from bonds or other obligations of a corporation containing a so- 
called tax-free covenant clause in the same manner and to the same 
extent that partnerships are authorized to use that form. The form 
should bear the stamped or written notation ''Approved by the Treas- 
ury Department as personal 6ervice corporation on (date) ." 

Section 221, Abtici^ 366 : Form of certifi- 
cate where no withholding required. 

( See 31-1&-653 ; sec. 256, art. 1078. ) Form of ownership certificate 
required from nonresident alien bondholders in the case of interest 
on bonds of a corporation organized in the United States, but trans- 
acting no business and owning no property therein. 



Section 221, Abticle 367 : Use of substitute 6-20-732. 

certificates. T. D. 2967. 

Regulations 45 are amended by changing article 367 to read as 
follows: 
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owueralilp certtficates attacbed, mas pi*eeent the coupons with tbe orlgliiai 
c^tlficates to the debtor corporation or its duly autliorlzed withholding agHit 
for collection or may detach and forward the original certificates directly to the 
Commissioner, provided each such collecting agent eball substitute for sach 
original certlflcates Its own certificates (Form 1058, revised, or Form 1059, 
revised) and shall keep a complete record of each transaction, showing (o) 
serial number of Item received; (6) date received; (c) name and address of 
person from whom recelveil; (d) name of debtor corporation; (e) class of 
bonds from which coupons were cut (whether containing a tax-fee covenant 
' or not) ; and (/) face amount of coupons. The original certificate for which 
the certificate of the collecting agent is substituted shall be Indorsed, pre- 
ferably with a rubber stamp, by the collecting agent as follows: 

Owner's certificate No. 

<Nkme of ctdlecting agmt.) 

19 

(Qive date of cerUflcate. ) 

The connterpart of the within certificate bearing like number was attached 
to the coupoos within mentioned for delivery to the debtor or withholding 
agent, by whom the coupons are payable. 

For the purpose of IdeDtlfieation the substitute certificates shall be numbered 
consecutively, reverting to the numeral 1 at the beginning of each calendar 
year, and corresponding numbers given the original certificates of ownership. 
The use of substitute certificates by collecting agents, banks, and bankers Is not 
permitted, however, in the case of ownership certificates presented with cou- 
pons for collection by nonresident alien individuals, partnerships, or corpora- 

Section 221, Abtiole 368: Interest coupons 22-20-978. 

without ownership certificKtes. T. D. 3018. 

Begulations 45 are amended by changing article 368 to read as 
follows : 

Aw. 368. Interest couponn ivithoitt otonerthip certificates. — When Interest 
coupons are received unaccompanied by certificates of ownership, the first bank 
shall require of the payee an afiidavlt showing the name and address of the 
payee, the name and address of the debtor corporation, the date of the maturity 
of Uie interest, the name and address of the person from whom the coupons 
were received, the amount of the interest, and a statement that the owner of 
the bonds is unknown to the payee. Such aflidavit shall be forwarded to the 
collector with tiie monthly return on Form 1012, revised. The first bank re- 
ceiving such coupons shall also prepare a certificate on Form 1000 revised. 
crossing out " owner " and inserting " payee " and entering the amount of 
Interest on line 6. and shall stamp or write across the face of the certificate 
"Affldarit furnished," adding the ngme of the bank. 



33-20-1136. 
O.D.633. 

In a case where interest coupons from bonds of a domestic cor- 
poration were lost while being transmitted from abroad and a 
foreign insurance company has made good the loss, the foreign in- 
surance company in making claim upon the debtor corporation for 
settlement of the amount diould accompany the claim with owner- 
ship certificates obtained from the bondholaers. If the bondholders 
are unknown, the insurance company should furnish a certificate on 
Form 1000, revised. The insurance company having paid to the 
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insured the fftce Value of the coupons without deducting the tax 
due the United States, the recovery of the excess amount so paid 
is a matter to be adjusted between the insurance company and the 
bondholders and between the bondholders and the corporation issu- 
ing the bonds. 

Section 221, Abtiole 370 : B^ura of tax lft-19-463. 

withheld. O. D. 258. 

Tax erroneously withheld from the wages of a nonresident alien 
seaman who can not now be located for Uie purpose of making re- 
fund should be reported on the annual list return. Form 1042, and 
Eaid to the Government, and when the' seaman is located he should 
e advised of his right to file claim for refund. 

SBcnoN 221, Articij! 371: Withholding in 2-19-159. 

1918. O. 811. 

Where a corporation withheld during the year 1918 tax pursuant 
to the Revenue Acts of 1916 and 1917 from the income of foreign 
corporations not having an office or place of business in the United 
States, and such withnoldings were made against dividends and 
bond interest paid to the foreign corporations, only such sums need 
be returned as are required to be withheld from income subject to 
withholding under the Revenue Act of 1918 ; any amounts withheld 
under the Revenue Acts of 1916 and 1917 from income not subject 
to withholding under the Revenue Act of 1918 may be paid over to 
the persons from whom they were withheld. 

Section 221, Article 372: Release of excess 

tax withheld. 

(See 3-19-196; sec. 217, art. 315.) Effect of alien filing Form 1078 
or its equivalent with his employer on or before the last day of tax- 
able year. 

Section 221, Abticlb 373 : Use of information 18-20-901. 

return where no actual withholding. L. 0. 1025. 

ADMINISTEATIVE : FRANKING OF CORPORATION OWNERSHIP CEBTIFIOATES. 

The Acting Third Assistant Postmaster General, who is the ad- 
ministrative officer of the Post Office Department having charge of 
such matters, holds that it is not permissible, under the law govern- 
ing the use of penalty envelopes, for the Commissioner of Intemal 
Revenue to furnish such envelopes to debtor corporations or their 
withholding agents, to enable them to transmit in the mails free of 
postage to uie Commissionerj exemption ownership certificates. Ac- 
cordingly Law Opinion 971 is overruled. 

Section 221, Article 375: Withholding in 7-20-742. 

the case of enemies. T. D. 2969. 

Article 375, Regulations 46, is hereby amended to read as follows: 
Payments made after October 6, 1917, to the Allen Property OastodJaQ are In 

tbe same category as payments made to or for citizens or residents of the 
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United States, Wlttaboldlng at the source Is accordlDgly imneceaaary except 
in the case of Interest payments on corporate bonds or other obligations con- 
taining a tax-free covenant where no exemption Is claimed. The Alien Property 
Gostodlan shonld use Form 1000, revised, In collecting Interest on bonds con- 
taining a tax-free covenant and in all other cases shoiild use Form 1001, re- 
vised, except that In cases In which the Allen Property Custodian shall, under 
the Tradlog-wlth-the-Enemy Act, demand payment to himself of interest accrued 
npoQ bonds or other securities not yet reduced to his custody <even though they 
be registered in the name of an etiems, ally of an enemy, or hla agent or 
tmstee), the corporation paying such Income to the Allen Property Custodian 
Is authorized to accept from the Allen Property Custodian ownership certifi- 
cates. Forms 1000, revised, and 1001, revised, altered by the substitution (In 
ilea of the certificate required thereon) of a certificate that the Allen Property 
Cnstodlan is entitled to the Interest entered therein with or without deduction 
of tax, as the case may be. No distinction is to be made between payments 
directly, to the Allen Property Custodian and to his depositaries and between 
Interest on registered bonds and Interest on coupon bonds. In the case of 
enemies or allies of enemies holding a license granted under the provisions of 
the Trading- wltb-the-Enemy Act, withholding Is required as In the case of any 
nonresident alien not an enemy or ally of enemy. (See art. 446.) 

Section 221, Aeticlb 376: Return of income 

from which tax withheld. 

(See 8-20-758; sec. 250, art. 1004.) Assessment of ad valorem 
penalties in cases of delinquent and fraudulent returns rendered by, 
withholding agents. 

ia-20-812. 

O. D. 423. 

The amount of normal income tax paid at the source by a debtor 

corporation in behalf of a bondholder may be credited against the 

total tax due from the bondholder even though he may be liable 

to surtax only, 

SECTION 222.— CREDIT FOR TAXES. 

Section 222, Articij: 381: Analysis of credit 26-19-593. 

for taxes. ' O. D. 317, 

Income and war profits taxes paid to a foreign country by a citizen 
of the United States residing in such foreign country on income from 
sources within the United States can not oe treated as a credit for 
taxes under section 222. Such taxes are deductible under section 
214(a) 3 in computing net income in his return to the United States. 
(Also sec. 214(a) 3, art. 131.) 

(See 3-20-688; sec. 214(a) 3, art. 181.) Tax imposed by the He- 
puolic of Cuba on corporations operating sugar plantations in Cuba. 

5-20-720. 
O. D. 393. 
Alien residents of the United States who are citizens or subjects of 
Canada are entitled to credit against their tax liability to the United 
States the amount of income, war profits, and excess profits taxes 
paid to the Cttoadian Government on income from sources within 
Canada, since the Canadian Qovenunwit in imposing an income tax 
allows a similar credit to citizens of the United States residing in 
Canada. 
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7-20-74S. 
. O. 987. 
Any income, war profits, or excess profits taxes paid by a citizen 
of the Unit«d States in 1918 to a foreign country, Vfiih respect to 
income received from sources therein, are an allowable credit under 
section 222(a) of the Revenue Act of 1918 against the amount of 
the tax due to the United States for that year, provided the tax- 
payer's books of account are kept on a cash receipt and payment 
Basis and a return is rendered on that ba^s ; if the taxpayer's books 
are kept on an accrual basis, and his returns are so rendered, the credit 
for taxes paid to a foreign country on income received from sources 
therein will be limited to taxes accrued in the taxable year for which 
the return is rendered. 

13-20-813. 

O. D. 424. 
Alien residents of the United States who are citizens or subjects 
of the British colony of Jamaica are not entitled to credit against 
their tax liability to the United States the amount of income taxes 
paid to the government of Jamaica, ance Jamaica in impoEdng an 
mcome tax aoes not allow a similar credit to citizens of the United 
States residing in that country, 

19-20-922. 
O. D. 499. 
Since Japan does not satisfy the similar credit i*eqnirements of sec- 
tion 222(a) 3 of the Revenue Act of 1918, a subject of Japan residing 
in the United States is not entitled to credit against his tax liability 
to the United States the amount of tax paid to Japan upon income 
derived from sources therein. 



Section 222, Article 383^ Conditions of allowance of 12-19-407. 

credit. O. D. 232. 

Where under a foreign income tax law corporations are required 
to withhold a fixed percentage of the total amount of dividends paid 
to the stockholders in this country, such tax being withheld in a lump 
sum, although imposed upon the individual stockholders, the amounts 
withheld not being itemized by the foreign government, in lieu of the 
individual tax receipts required to be attached to Form 1116, th^ tax- 
payer may attach to the return on Form 1116 his affidavit showing 
the number of shares held during the year, whether or not any of the 
shares held by him were acquired or sold during the year, giving 
dates and number of shares so acquired or sold ; the total number of 
shares outstanding on which the dividend was declared, regardless 
of whether the dividend was paid to citizens of the United States or 
other Governments i and the total dividends paid or accrued on such 
shares during the year, and attach to and make a part of such affi- 
davit a certified copy of the tax receipts from the foreign tax col- 
lector showing the payment of the tax en bloc, with copies of any 
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other documfflits which he may hare that will serve to corroborate 
the facts set forth in such affidavit. 

The amount of the credit claimed should be computed by dividing 
the total tax withheld by the total number of shares of the corpora- 
tion outstanding and multiplying this result by the number of snares 
held during the entire year. In the event that any of the shares were 
acquired or disposed of during the year, an adjustment should be 
made showing the amount of taxes properly allocated to the divi- 
dends received after acquisition or before disposition of the stock. 
(Also sec. 238, art. 611.) 



O.D.564. 
Where a return is filed accompanied by a claim for credit for in- 
come and profits taxes paid during the tesable year to any foreign 
countiy upon income derived from sources therein, or to any posses- 
sion or the United States, the collector should forward the return to 
the Commissioner of Internal Bevenue for audit, even though the 
credit claimed equals or exceeds the amount of tax as computed by 
the taxpayer. Such returns are not considered nontaxable for the 
purpose of retention in the collector's office. 

28-20-1059. 
O. D. 583. 

A domestic partnership has leased certain of its patents to a 
British licensee for a fixed royalty, and the British Grovemment re- 
quires the licensee to withhold and pay to it the British income tax 
on the royalty payments. 

The partners, in order to obtain credit for such tax paid to the 
British Government, should attach to the return of the firm on Form 
1065 a claim for credit. Form 1118, modified throughout by sub- 
stituting the word " partnership " for the word " corporation." In 
lieu of the required receipt or return, a copy of the receipt issued 
to the British licensee showing the payment of tax made to the Brit- 
ish Government, duly attestedT)y the president of the British licensee, 
will be accepted. The individual members of the partnership are 
required to attach Form 1116 to their individual returns, accom- 
panied by a copy of the receipt issued to the British licensee and a 
copy of the affidavit made by the president of the British licensee. 
(Ako sec. 218, art. 823.) 

Section 222, AancU! 385 : Countries which do 24-20-1008. 

or do not satisfy the similar credit require- T. D. 3028. 

ment. 

This Treasury Decision has been revoked bv Treasury Decision 
3060, ruling 36-20-1186. 

(See 28-20-1056; sec. 216, art. 307.) Satisfaction of similar 
credit requirement by Bulgaria. 
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SECTION 228.— INDIVIDUAL ItETTIRNS. 

Section 22S, Articub 401 : Individual retoinB. 1-19-78. 

O. D. 57. 
Where the proper^ of an alien enemy has bfien taken over by 
the Alien Property Custodian in accordance with the provisions of 
the Trading-with-the-Enemy Act, and the individual has executed a 
return but has no funds out of which to pay the amount of tax 
shown, the return should be filed with the collector of internal 
revenue for his district as required by law. The individual in such 
case can not be held responsible for failure to p^ his income tax. 
The amount of tax is a debt due the United States Government which 
will be considered along with those of other creditors in the final 
disposition. 



(See 7-19-297; sec. 219, art 341.) Return of bankrupt individual. 



21-19-528. 
O. D. 285. 
A husband and wife can not divide the salary of the husband 
for the purpose of reporting such salary in separate returns for 
income tax purposes. Income received by the husband, such as rents , 
and interest from property owned by him prior to his marriage, must 
be reported by the husband after marriage, even though the wife is 
given a one-half interest therein by the community property law of 
the State. (Modified by 13-20-815, sec. 223, art. 401.) (See T. D. 
3071.) 

30_19_643. 
O. D. 347. 
If a taxpayer has filed a tentative return for any taxable year or 
has paid any amount to a collector of internal revenue on the sup- 
position that he will be liable for payment of tax, and later finds 
that his income was insufficient to require a return, a statement 
under oath to that effect should be filed in lieu of a complete return. 
If the taxpayer desires to file a claim for refund of the amount 
erroneously paid, a complete return will be required. (Also sec. 252, 
art. 1036.) 

13-20-814. 

O. D. 425. 
An oral agreement whereby one of a number of brothers and sis- 
ters actfi as agent for all of them in managing property held by 
them as tenants in common under the father's will, and in distribut- 
ing the income therefrom, is not a le^l trust for income tax pur- 
poses, nor is the agent a fiduciair. Each principal should file a 
separate return, including therein his share of the income from the 
property and claiming a proportionate share of any allowable de- 
ductions. ..C'.oo'^lc 



13-20-815. 
O.D.426. 
ooMMmnrr pbopbbtt in texab and Washington. 

A husband and wife may not divide the salary of the husband or 
of the wife for the purpose of reporting such salary in separate 
returns for income taxpurposes. 

Under the laws of Texas and Washington property owned by the 
husband or wife prior to marriage remains the separate estate of the 
owner. Accordingly income, such as rents and interest from sudi 
property, should De reported by the husband or wife separately 
after marriage. 

The legal owners of community property (property acquired after 
marriage) in the States of Texas and Washington are the husband 
and wife Jointly in equal shares, and the income accruing therefrom 
is the joint income of the husband and wife, in which each is entitled 
to one-balf. Such income may therefore be divided for income tax 
purposes and the husband and wife may each report in separate 
returns one-half thereof. This is held to be true notwithstanding 
that in law the husband is given the right to manage and contrd 
community property the same as his separate estate, and that as 
regards personal property he, and he alone, may dispose of it. (Rul- 
mg 21-19-528, sec. 223, art. 401, modified.) (See T. D. 8071.) 



(See 21-20-959; sec 227, art. 444.) Extension of time to party 
filing joint return confers privilege on the other party. 



{See 27-20-1035; sec. 210, art. 3.) Determination of tax liability 
of sailors on board United States vessels. 



Section 223, Artici^ 404 : Return of income of 

nonresident alien. 

(See 2-19-158; sec. 221, art. 363.) Return to accompany claim 
for excess tax withheld. 

(See 12-20-798; sec 225, art. 425.) Liability of resident fiduciary 
for surtax on income received for nonresident alien beneficiary whrai 
return is made by the beneficiary. {Revenue Acts of 1916 and 1917.) 



(See 28-20-1062; sec. 239, art. 625.) Return by resident broker 
for nonresident alien insurance company. 



(See 80-20-1092; sec. 219, art. 341.) Status of property held by 
Alien Property Custodian. c^qlc 
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Section 228, Abticle 406: Verification of &-19-S27. 

returne. O. D. 189. 

American citizens in China, when executing their income tax re- 
turns, may, when the services of a notary are not available, attach to 
their retumB Consular Form 180, properly adapted and made a part 
of their tax return. 

29-19-629. 
T. D. 2951. 
Article 406 of ^Regulations 46 is hereby amended to read as follows : 
Abt. 406. VerifieatUm of retuma. — All income tax retams mnet be verified 
under oath or affirmation, before an officer duly authorized to administer 
oathB either by the lawa of the United States or by the lawa of the State or 
Territory where euch officer resides. Persons In the naval or military service 
of the United States may verify their returns liefore any offidal antliorized to 
administer oaths for the purposes of these services. Income tax returns ese- 
cnted abroad may be attested free of ctmrge before United States coasnlar 
officers. Where a foreign notary or other official having no seal sbaU act as 
attesting officer, the authority of such attesting officer shall be certified to by 
some judicial official or other proper officer having knowledge of the appoint- 
ment and ofHcIal character of the attesting officer. 



SECTION 224.— PARTNEESHIP RETURNS. 

Section 224, Ajencus 411 : Partnership returns. 12-19-403. 

O.D.228. 

As the death or withdrawal of a partner ordinarily dissolves the 
partnership, a return would be required covering the period from 
the beginning of the partnership's taxable year to the date of its 
dissolution. If the business of the partnership is continued as such, 
a new accounting period would be established upon tbe necessary 
reorganization of the partnership, and its next return should cover 
the period from the date ■ of reorganization until the end of the 
taxable year. 

SECTION 225.— FIDUCIARY RETURNS. 

Section 225, Abuclb 421 : Fiduciary returns. 1-19-79. 

O.D.58. 

A fiduciary should file Form 1040 for nonresidwit alien bene- 
ficiary, even though the individual's distributive share of income is 
derived from dividends and is less than $5,000. 



(See 7-19-297; sec. 219, art. 341.) Trustees in bankruptcy re- 
quired to file return of net income for bankrupt's estate. 

10-19-360. 

O. D. 206. 

A fiduciary who is also the beneficiary of the trust should file 

a return for the estate or trust, and should also file an individual 



return showing his entire income derived from the estate and from 
all other sources. (Also sec. 213(a), art. 31.) 



(See 10-20-780; sec. 219, art. 345.) Duty of tmstees to i 
returns upon all income from trust. 



(See 28-20-1058 ; sec. 219, art. 344.) Return of income of decedent 
who had previously given away all of his property. 



(See 28-20-1060 ; sec. 227, art. 448.) Return of income received by 
ancillary executor. 



(See 29-20-1082; sec. 219, art. 343.) Income from share of estate 
belonging to enemy alien. 

(See 82-20-1116; sec. 213(a), art. 31.) Return of income of revo- 
cable trust. 

SuCTrioN 22S, Article 424: Return by receiver. 

(See 30-20-1092; sec. 219, art. 341.) Status of property held by 
Alien Property Custodian. 

Section 225, Article 425: Return for non- 23-19-547. 

resident alien beneficiary. O. D. 292. 

The ancillary executor of the estate of a nonresident alien should 
make returns for the estate and pay the taxes due, as agent of the 
foreign executor, and file personal returns for 1918 for each non- 
resident alien beneficiary on Forms 1040, revised, or 1040A, revised ; 
also a withholding return on Form 1042, revised, accMnpanied by 
Certificate 1098, revised. (Also sec. 219, art. 341.) 

11-20-785. 
T. D. 2988. 

REVENUE ACT OP 1617. 

Paragraph 200 of article 29, Regulations 33, revised, is hereby 
amended to read as follows: 

Jfotiresiient alien Iteneficiary. — Where a fiduciary in the United States is the 
recipient of trust locome for which there is but one beneficiary and that bene- 
ficiary a nonresident alien, the fiduciary will be required to make full and com- 
plete return on income tax Forral040, or 1040A, osthecasemaybe.for this trust 
Income on behalf of the nonresident alien, and pay any and all normal tas found 
by such return to be due, and any and all surtax provided the income is not 
returned for the purpose of the tax by the beneficiary. Where there are two or 
more beneficiaries, one or all of whom are nonresident aliens, the fiduciary 
shall render a return on Form 1041, and a personal return on Form 1040, or 
1040A, tor each nonresident alien beneficiary. -, 

U4ir-20 13 n- - .yC^OOglC 
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HTJLINO DNDBB BEVENtTE ACTS OP 1916 AND 191T. 

A resident fiduciary is not liable for surtax on the income which 
it received as tmstee for a nonresident alien beneficiary, mid«' the 
Revenue Act of 1917, provided the income -was returned for the par- 
pose of the tax by the oenefieiary. {Also sec. 223, art. 404.) 

27-20-1042. 
O. D. 572. 

Where two separate trusts are created for the same nonresident 
alien beneficiary, each trustee is required to render a personal return 
on Form 1040 or 1040-A on behalf of the nonresident alien, and pay 
any and all DOrmal tax found by sach retnm to be doe and any and 
all surtax, provided the income is not returned for the purpose of 
the tax by trie beneficiary. 

If one of the trustees is the representative or authorized agent of 
the nonresident alien, he may render a complete retura oti Form 
1040 or 1040-A, combining the entire net income from both trusts 
and take credit on the return for any tax paid by the other fiduciary 
in b^alf of the nonresident alien. 

If the nonresident alien beneficiary of the two trusts ^ould ap- 
point a resident agent for the purpose of filing his return and paying 
the tax in his behalf, it would not be necessary for the two trustees 
to file returns on Form 1040 or 1040-A, provided they h«T« received 
iKjAiice of such appointment. The fiduciaries, howe^, would not be 
relieved from liability for rendering returns as such on Form 1041, 
as required by law. 

SECTION 226.— BETURNS WHEN ACCOUNTING. 
PERIOD CHANGED. 

Section 226, Article 431 : Returns when ac- 15-20-853, 

counting period dianged. O. D. 456. 

An alien who arrived in the United Stat«s <m September I, 1919, 

and who actually keeps his books of iiccouid; cm a fiscal year boas 

ending August 31, is required to render a return on the basis of a 

fiscal year ending August 31. 

Notice that he maintains an accounting period for the fiscal year 

ending August 31, should be given to the collector of internal revenue 

for the district in which the alien resides. 

(See 24-20-9%; sec. 212, art. 26.) Notice of change from fiscal to 
calendar year basis for filing returns. 



SECTION 227.— TIME AND PLACE FOR FILING 
RETURN. 

Suction 227, AimCT,E 443 : Extension of time 24-19-570. 

by collector. • T. D. 2985. 

Article 448 of Regulations 45 is herdsy aaiended to read as ft^ows: 



eiUe for him to prepare. However, fn cases of slclineBs or absence collector^ 
are authorized to grant an extension of not esceeding 30 days where In their 
judfno^it such further time is actuuUy required for the making of an accurate 
return. (See art. 1002.) The application for such esteuBlon must be made 
prior to the expiration of the period Cor which the extension is desired. The 
abaraiee or sickness of one or more officers of a corporation at the time the 
return Is required to be filed will not be accepted as a reaeoilable cnuse for 
failure to file the return within the prescribed time unleea It is satis factoiil; 
shown that there were no other principal officers available and sufficiently in- 
formed as to the affairs of the corporation to make and verify the return. Aa 
a condition of granting an extension of time for filing a return the collector 
may require the submission of a tentative return and estimate of the tax on 
Form 1040-T In the case of Individuals, or on Form 1031-T in the case of cor- 
porations ; and the payment of one-fourth of the estimated amount of tax. 
Where a taxpayer has filed a tentative return and has failed to file a complete 
return within ttie period of the extension requested by him, the complete return 
wlien filed Is subject to penalties prescribed for dellnqu«icy. Where a tentative 
return has been filed and no time has been fixed within which a eompiete return 
must be filed, the collector may at any time send notice to the taxpayer to file 
a comi^te return within a period of time ttm^In specified by hlro, and a tax- 
payer who falls to comply with such request will iocur the penaitlra prescribed 
by statute for delinquency in filing a return. 

4r-2{>-707. 
M. 2383. 

The acceptance of tentative returns and the use of Forms 1040-T 
and 1031-T will not be permitted in the case of taxpayers filing re- 
turns for the calendar year 1919 or for a fiscal year ending in 1920 
except in extraordinary cases on the specific authorization of the 
Commissioner. Any request for permission to file tentative returns 
in such cases should be addressed to the Commissioner and should • 
state clearly the reasons why it is impossible to file complete returns 
on time. In cases of sickness or absence, collectors have authority 
to grant extensions of time not to exceed 30 days. 

In meritorious cases collectors may extend the privilege of filing 
tentative income and profits tax returns on Fonns 1040-T and 
1031-T to taxpayers reporting for a fiscal year ending prior to De- 
. cember 31, 1919, on condition that one- fourth the estimated tax is 
paid at the time of filing such returns. In these cases a reasonable 
extension of time for filing the completed returns will be grante'd by 
the Commissioner upon request of the taxpayers showing the r 
why completed returns could not be filed on time. 



Sbction 227, Article 444: Extension of time 11-20-789. 

by Commissioner. M.2420. 

Collectors of internal revenue are authorized to accept tentative 
corporation returns on Form 1120 for the calendar year 1919 on or 
before March 15, 1920. Each return must be accompanied by at 
least one- fourth of the estimated amount of tax due, reasons why a 
complete return can not be filed within the prescribed time, and a 
fonndl request for an extension of time. Any deficiency in the first 
installment of tax will bear interest at 6 per cent per annum. An 
extension of time to May 15, 1920, is granted to corporations in such 
cases within which to file complete rettims. No further extension 
■ will be granted except in extraordinary cases and upon proper ft;N>li- 
cationto the Commis^oner. {Also sec. 241,. art. 661.) t^iOOgrC 
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O. D. 521. 
Where a husband and wife file a joint return and an extension of 
time has been granted to either of them, the benefit of the extension 
inures to both and it will be unnecessary for the other party to se- 
cure additional authority. (Also sec, 228, art. 401.) 



Section 227, Abticle 445: Extension of time 2-1&-160- 

in the case of persons abroad. 0. 809. 

Where persons abroad or foreign corporations take advantage 
of the extension of time granted for the payment of tax, in article 
445, Regulations 45, interest is not collectible at the rate of one-half 
of 1 per cent from such person or foreign corporation from the time 
the tax would hare been due if no extension bad been granted. 

3-19-199. 
T.D.2844. 
Article 445 of Itegtilations 45, amended to permit taxpayers re- 
siding or traveling abroad to pay at the time of filing returns only 
the installments of tax past due without interest at the rate of one- 
half of 1 per cent per month and other installments as they fall due. 

14r-20-839. 
O.D.443. 
Article 445, Regulations 45 {art. 443 in preliminary edition), grant- 
ing an extension of time for filing returns for 1918 and subsequent 
years in cases of persons abroad is held to apply also to domestic 
corporations transacting their business and Keeping their records 
and books of account abroad. 

(See 30-20-1095 ; sec. 250, art. 1006.) Delinquency of nonresident 
alien in paying tax upon return subject to general extension for war 
period. 



Section 227,'Articui 448 : Place for filing re- 28-20-1060. 

turn. O. r>. 584. 

In the case where a decedent, a resident of New York, but at the 
time of her decease living in California, left property in both Stat«s, 
an executor being appointed in each State, it is held that since the 
entire will was probated in New York and only that part pertaining 
to property located in California was probated in that State in con- 
formity with its laws, the executor in California is in fact an ancil- . 
lary executor and is not required to file a return for the estate, if the 
domiciliary executor includes in his return the entire income of the, 
estate. (Also sec. 225, art. 421.) 
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Pabt III. — Corporations. 

SECTION 230.— TAX ON COSPOHATIONS. 

Section 230, Article 501 : Income tax on cor- 
porations. 
(See 29-20-1078; sec. 239, art. 621.) Liability of distributees ol 

corporation assets for tax retrospectively imposed. 



Section 230, Article 503 : Corporations liable 4^19-227. 

to tax. S. 1001. 

Where the holders of the entire common stock of a corporation 
agree to pool their stock interests and share in a certain portion of 
the profits accruing to the corporation according to a fixed arbitrary 
percentage rather than in proportion to their respective stock hold- 
ings, the corporation is still taxable as such and is not to be treat«d 
as a partnership for purposes of the income tax. 



(See 10-19-S51 ; sec. 1, art. 1504.) When trusts taxed as corpora- 
tions. 



(See 11-19-386; sec. 233, art. 541.) Gains derived from the sale of 
& corporation's assets with a view to its liquidation. 



19-20-928. 
S. 1385. 

COBPOBATION INCOME TAX; BEVENOB ACT OF 1918, SECTIONS 2S0(a). 233(a), 
232, AND 213. 

Concemlnff the character of return to be filed and the accounting in guch return 
for profttt d^ved from the aale of capital a»»etg by the M Company and 
four other Texas joint-ttock companies. 

A change of form from that of a corporation or association to that 
of a trust or partnership, accompanied by a transfer of capital assets 
to trustees for the benefit of shareholders, follovFed by a sale of such 
assets at a price in excess of the cost thereof to the corporation or 
association, and the distribution of proceeds to the beneficiaries 
(shareholders), such change being made for the main purpose of 
avoiding the tax vrhich would accrue to the corporation had the sale 
been made by it, should be disregarded as a mere sham to avoid as- 
sessment of tax aeainst the corporation or association upon the profit 
derived from such sale^ and the corporation or association should be 
required to return as income any profit derived as though the sale 
had been made by it directly. (Also sec. 233, art. 546.) 
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Section 230, Article 504: Tax oh transpor- 34-20-1151. 

tation corporations. O. D. 642. 

Those railroads which were taken otct doring the war by the 
Federal Government and which have elected to have their claims for 
compensation adjusted under section 3 of the Act toprovide for the 
operation of transportation systems while under Federal control, 
for the jnst compeusa^ioB of their owners, and for other purposes, 
approved March 21, 191S, instead of MtCefiog into agre«aaeats in 
accordance with section 1 of that Act, should make returns, for the 
years during which they were under Federal control on the basis of 
the standard return, showing the minimum amount of income esti- 
mated to have accrued. 

If upon final adjustment of their claims for compensation, addi- 
tional compensation is found to be due for these years, amended 
returns for such years should be made including the additional in- 
come found to be due. (Also sec. 239, art. 62L) 



SECTION 231.— CONDITIONAL AND OTHEK 
EXEMPTIONS. 

Section 231, Article 511 : Proof of exemp- 1-19-85. 

tion. O. D. 60. 

A railroad company which turns all of its income over to a chari- 
table institution as a dividend does not come within the provision 
of section 2S1 (12), as it is actively engaged in the operation of a 
railroad system. 

7-19-SOO. 
O. D. 177. 
A corporation managed by five trustees, operating a theater build- 
ing erected as a memorial, the net, income from which is to be turned 
over to a city, for its use and benefit, is not one organized for the 
''exclusive purpose of holding title to property, collecting income 
therefrom, and turning over the entire amount thereof less expenses 
to an organization which itself is exempt from income tax," and is 
reqnired to file returns of animal net metoae asd to pay any tax 
tminby sbown to be due. 

8-19-328. 

O. IX 190. 
In dealing with cases coming under section 231, the diaracter of 
the corporation must be judged by its articles of incorporation, con- 
stitution, and by-laws rather than by the declarations of its officers 
or the method by which it conducts or has conducted its business. 
Accordingly, if the activities of a company are confined to co<H>era- 
(ave selHng for the benefit of its patrons, but it is granted additional 
powers by its charter, it will nevertheless be required to file returns 
and pay the tax if any shown to be due. 

(See 31-20-1105; sec. 221, art. S64.) Ownership certificates re- 
quired to be filed by foreign corporation claiming exemption under 
section 231 when collecting interest on domestic bonds^ viOO>;;lc 
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SBcnos £31, Abticxx 51S: Agricultural and S3-20-1137. 

faofticultiiral organizalions. A. R. M. 79. 

Breed register associations are not agricultural organizations en- 
titled to unconditional exemption but if exempt at all, it would be 
because they are so organized and operated as to fall within section 
281(6) or (7) of the Beveaue Act of 1918. ■ 



Section 231, Abticui 513: Mutual savings 22-20-974. 

banks. O. D. 528. 

A savings fund association has no capital stock twresented by 
shares and derivee its entire income from investmente oi deposits the 
income being divided pro rata among all the members after deduct- 
ing operating expenses. The members who are required to be de- 
po^tors elect the board of trustees from their, number and these 
trustees in turn elect officers. 

Held, iiiat this assoeiaUim is exempt frcHn taxation as a mutual 
savings bank not having capital stock repieeent«d by shares as pro- 
vided by sectHNi 2$1 <2) of the Revenue Act of 1918. 

Sbcwon 281, ArncM &14: Fraternal b«ie- 20-30-940. 

fieiary sorieties. O. D. 506. 

The M Association is an incorporated society operating under the 
lodge system throughout the United States, its charter providing for 
the union of eligible members into a grand fraternal beneficiary, 
educational and patriotic society. Assessments are levied upon its 
stembers to provide for the payinent of aick and death benents, for 
disability relief in case of acijident and for promoting their social, 
moral, edocational and patriotic advancement. It also derives in- 
come from subscriptionE to a daily and a weekly newspaper which it 
publishes as well as from job printing and other source. None of 
the income inures to the benefit of any private stockholder or in- 
dividual. 

Heid, that although this society has fraternal and benevolent fea- 
tnres it is chiefly a patriotic organization interested in the general 
welfare of its members and that its powers are so extensive as to 
t^'eclsde its classification under paragra^^ 3, section 231 of the 
Beveirae Act of 191B. 

Section 231, Article 515 : Building and loan 19-19-499,- 

associations. S. 1140. 

INCOMETAX.- 

Building and loan associations : Where a building and loan asso- 
ciation has no other features which render it liable to income tax, 
it will ordinarily not be subject to tax merely because — 

{«) It has j»id-np i^ares which are (a) jH^ferred as to earnings, 
and (6) have a definite rat« of interest which may be higher than 
the rate of dividends paid <m other stock {Park View Bwldmg t& 
Loatu Assffdation y. Seroid, 203 Fed., «^; C. C. A., 210 Fed- 577; 
T.D.lMl);or X.O(>«^TL- 



(h) Its balance sheets show that it is lending considerable sums 
to nonmembers {Central BuUding, Loan <& Savings Co. v. Bov>land, 
and BeUefontaine Building <& Loan Co. v. McMaken, 216 Fed., 
526) ; or 

(c) It is a regular borrower of large sums of money which it uses 
for loans to members, the dues paid by members being entirely 
inadequate for the business transacted by it {BeUefontaine BuUding 
<& Loan Co. v. McMaken, 216 Fed., 526, supra). 

Where a building and loan association has an amount of paid-up 
capital which is so large as to be entirely out of proportion to the 
amount of running shares on which members are paying, it may or 
may not be liable to income tax, the liability to tax of such an insti- 
tution depending upon the facts of the particular case. 

27-20-1043. 
O. D. 573. 
A building and loan association, whose capital stock is represented 
by 6,000 paid up shares as against 1,600 running shares, and 30,000 
fully paid investment certificates as against 8,000 installment cer- 
ti&cates, is not entitled to exemption under section 231 of the Revenue 
Act of 1918, for the reason that the proportion of paid in capital, 
reflected by the respective numbers of shares and investment certifi- 
cates fully paid for, indicates that the association is not organized 
and conducted in the manner contemplated by paragraphs (2) or 
(4) of that section. 

Section .231, Articlb 517: Religious, charitable, 8-19-829. 

scientific, and educational corporations. T. B. R. 33. 

The word "private" in section 231, subdivision 6, refers to a 
stockholder or individual in his private capacity as distinguished 
from a public capacity. Dividends inure to a stockholder in his 
private capacity when they inure to him separate from the public 
and not as an official or representative of the public. 

A corporation conducting an educational institution all of whose 
stockholders are directors in the company, and which pays dividends 
to its stockholders, the surplus earnings over a fixed rate paid as 
dividends being invested as they accrue in grounds, building, and 
equipment needed in the business, is not exempt from taxation on 
the ground that its stockholders are official ^ckholders and not 
private stockholders. 

(See 28-19-546; sec. 214(a) 11, art. 251.) Musical association 
not organized for profit. 

.28-19-548. 
O. D. 293. 
An incorporated educational institution whose only source of in- 
come is from tuition and sale of uniforms and supplies to its stu- 
dents, and no part of the net income of which is distributed as divi- 
dends, but is expended in acquiring additional buildings and equip- 
ment, is not entitled to exemption. The corporation is considered as 
capitalizing its earnings by acquiring new building and equipment. 



29-19-630. 
O. D. 340. 
An or^nizatlon incorporated for the purpose of establishing and 
maintaining a day nursery for young children whose parents are 
obliged to work and have no means to provide care for their children 
during the day, and deriving its income from subscriptions and dona- 
tions, and a small amount from securities, all of which is used in 
promoting the activities of the nursery, is exempt from taxation 
under section 231 (6) of the Revenue Act of 1918. 

(See &-20-ri6; sec. 214(a) 11, art. 251.) Community Service 
(Inc.), an exempt corporation. 

(See 8-20-755; sec. 214(a) 11, art, 251.) Status of corporations 
organized for erecting and maintaining monuments and like 
memorials. 

11-20-786. 
A. R. M. 36. 

A corporation was organized for the purpose of acquiring and 
holding title to land and erecting thereon suitable buildings for con- 
ducting an assembly oi" chautauqua, religious, educational, and 
recreational in charact«r. It derives income from ground rentals, 
sales of tickets, advertising spacGj hotel accommodations, etc. All 
expenditures made are in connection with hiring talent and enter- 
tainment and the upkeep of buildings and grounds. It is stated that 
none of the income is paid to any stockholder or individual, but the 
articles of incorporation and the by-laws do not prohibit the pay- 
ment of dividends. Apparently, if the corporation goes out or ex- 
istence, its stockholders would benefit directly through the dis- 
tribution of the assets, as well as through the appreciation of such 
assets since their acquisition by the corporation. 

Held that the corporation does not come within the provisions of 
section 231 (6), Revenue Act of 1918, and is required to file returns 
and pay any tax shown to be due. 

20-20-941. 
O. D. 509. 
A branch of the Y. W. C. A., established for the purpose of market- 
ing the needlework of self-supporting women, which pays to the pro- 
ducers the full selling price of the goods sold, less a certain commis- 
sion which only partially defrays the running expenses of the enter- 
prise, the deficit being met by income of the i. W. C. A. and by 
voluntary contributions, is held to be an organization operated ex^ 
clnsively for charitable purposes within the provisions of section 231 
(6) of the Revenue Act of 1918. 

20-20-942. 
O.D.510. 
The M Company is a publishing house which is owned and oper- 
ated by a certam religious denomination. It was incorporated, with- 



out capital stock, for the purpose of carding on a general book- 
adling, publishing, and printing business ^r that organization. It 
prints and distributes religious publication^ books, tracts, and peri- 
odicals to members of congregations but does no business for Qxe 
general public. While its operations have resulted in a profit, all 
profits have been devoted to tne interests of the church by which it is 
operated. 

It is therefore held that the purposes and ad,ivitiefi of the M Com- 
pany are such as to bring it within the provisions of paragraph 6 
of section 281 of the Revenue Act of 1918. Consequently it will not 
be required to &le returns of annual net income. 



(See 22-20-971; sec. 214(a\ 11, art. 261.) Corporation engaged in 
disseminating propaganda to encourage labor legislation. 

32-20-1121 
A. E. R. 218 
The Teachers' Insurance and Annuity Association of America is 
a charitable corporation within the meaning of the law, and there- 
fore entitled to ex^pti(»i under sectitm 231(6) of the Revenue Act 
of 1918, regardless ot the fact that a portion of the funds received 
by it consists of voluntary contributions made by the t«>acherB thexa- 
selves. 

Section 2S1, Articxe 518: Business leagues. l-19-8fi. 

O. D. 61. 
An unincorptH'ated aeeociation formed for tiie puj^ose of bso^- 
taining the causes of losses sustained through navigation of vessels 
ttekmgmg to its members, thereby redncing such losses, any excess of 
fees, assessments, and interest received over current expenses and 
losses sustained by members being returned to members on a pro rata 
ba^s, is exempt from tazatioci and not required to file returns. 

21-20-&60. 
O. D. 522. 
The X Association is a corporation organized for the purpose of 
fostering, developing, and promoting scientifically a cer^in indus- 
try aod has no capital stock represented by sh&res. The ftuuis for 
maintaining the association are derived m>m assessments against 
the individual firms comprising its membership and annual dues,' 
tad such dues and assessments are its only sources of income other 
than interest on bank deposits and Liberty bonds. These boDds have 
been purchased ftoxa excess surplus funds whi^ in acoordance with 
a provision of the by-laws, are to be refunded to those contributing 
the same in the same proportion as the amounts were collected. 
They are the only securities owned by the association, and the inter- 
est accruing therefrom is not credited or distributed to any member, 
but is used in meeting current expenses. The association is not 
authorized to invest funds for the purpose of profit, or make dis- 
tribution thereof by way of dividends. ( \-i(-inlp 



Hetd, that the asaociatkni is not actirefy engaged in IIm operation 
oi a basiness frwn whieh profits are realized, and that it is exempt 
frtm taxation as a business league under the pFOviskms of section 
231<7) of the Ber^ue Act of 1918. 



Section 231, Article 519: Civic leagues. 14r-20-834. 

O. D. 439. 
The American Legion is a cixic organJzaticHi operated without 
profit exclusively for the promotion of social welfare, and as sudi is 
exempt from taxation under section 231 (8) of the Hevaiue Act of 
1918. Individuals "may not deduct cmitribiitioos to the Legion in 
their Fet»ms, since it does not eome within the meaning of any of the 
organizations mentioBed in section S14(a) 11 of the Act. (Also sec, 
214(a> U, art.2&l.> 

Section 231, Articu! 520: Social clubs. 1-19-81. 

S. 958. 
A provision in the by-laws of a ctHjntry elub, that, in the event 
of the diseolution of the club, the holder of a life membership shall 
participate in the dtstribQiti«D of tie assets of the club after its 
other <&bts are paid and before any sums are paid to either regular 
members or shareholders, is not alone sufficient to make the club 
liable to render income tax returns. 

2-19-162. 
O. D. 108. 
A club formed for the purpose of providing for the members 
■ thereof a suitable meeting place, a library, and a dining room where 
meals will be furnished to the members, the income being derived 
from member^ip dues and the receipts for food, wine, and cigars 
- purchased by members, and no part of the net earnings inuring to 
the private oenefit of any memoer, is entitled to exemption from 
taxation, and will not be required to file returns of annual net in- 
come. 

20-19-613. 
O. D. 280. 
A club organized for the purpose of promoting the principles and 
interests of a certain political party, deriving its income from 
membership dues and donations which are used for the purpose of 
defraying expenses necessary to the operation and upkeep of its 
rooms, no part of which inares to the benefit of any of its members, 
is exempt imder section 231 of the Revraiue Act of 1918. 

, 34r-20"1152. 

O. D. 643. 

' An antomobile cM) organized for the purpose of promoting the 

improv^nent of roa<fe and boulevards, and other condituii^ and 

matters of benefit to automobile owners and drivers, such as sign- 
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posting roads and securing legislation of benefit to antomobile owners 
and drivers, its income being derived from memberEbip fees and 
subscriptions, no part of wbich inures to the benefit of any private 
stockholder or individual, is organized for " nonprofitable purposes " 
and therefore exempt from taxation under the provisions of para- 
graph 9, section 231 of the Revenue Act of 1918. 



Section 231, Article 521 : Mutual insurance 1-19-82. 

companies and like organizations. O. 792. 

A company or association qualified as a " like organization " 
under section 231, subdivision (10), is not " of a purely local char- 
acter " when its business activities are not confined to a partlcnlar 
community, place, or district. The business operations of such a 
" like organization " might be confined to a particular community, 
place, or district, thus bringing it within the meaning of the words 
"purely local character," and yet cover portions of more than one 
State. The words " purely local character " imply a single locality, 
irrespective of political subdivisions. But when its activities cover 
half the counties of two States, and part of two other States, such 
districts being two or three hundred miles apart ; or when its activi- 
ties cover a whole State and part of another State, the^ are of " gen- 
eral " rather than a " local " character and the associations are not 
exempt from taxation. 

1-19-83. 
O. 790- 
iWhere a casualty insurance association is organized for the pur- 
pose of insuring its members throughout the State, and not within 
a geographical subdivision thereof, and where it issues policies of 
insurance for stipulated cash premiums instead of depending upon 
assessments solely for the payment of its insurance liabilities, and 
where its annual surplus over all expenditures, losses, etc., may be 
returned to the members in the shape of annual dividends, and wherts 
the fund for the payment of salaries and other operating expenses 
is a large percentage of cash received by it, and it makes permanent 
investments of large amounts in Liberty bondg of the United States, 
the association can not be considered to be of the character of those 
exempted by section 231, subdivision (10), of the Revenue Act 
of 1918, 

1-19-87. 
O. D. 62. 
Mutual health and accident associations are held not to be exempt 
under the Revenue Act of 1918. 

1-19-88. 

O. D. 68. 

A travelers' association providing for fixed death benefits to the 

beneficiaries of the members is held to be a mutual life insurance 
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association rather than a fraternal beneficial society. Since the law 
provides no exemption for mutual associations of this character Ifcey 
are liable for returns and must pay the tas, if any, shown to be due. 

~ 14-19-437. 

O. D. 252. 
A mutual liability insurance company deriving its income from 
premiums and assessments of its members, which are used to defray 
operating expenses and to indemnify its policyholders against 
amounts which they are required to p^ under a workmen's compen- 
sation law, is not within the class of corporations specifically ex- 
empted by the Eevenue Act of 1918 and must file a return showing its 
net income. 

25-19-586. 
O.D.312. 
An insurance association incorporated under the laws of a certain 
State for the purpose of permitting automobile owners to exchange 
contracts of insurance and indemnity without becoming jointly liable 
as subscribers on any risks, confining its activities within the State 
and its only source of income being from assessments, dues, and fees 
collected from members for the sole purpose of meeting expenses, 
is a " like organization of a purely local character " within the mean- 
ing of section 231 of the Revenue Act of 1918 and is exempt from 
income taxes. 

26-19-594. 
O.D.318. 
" A mutual irrig;ating ditch company providing for its expenses 
by assessment against its stockholders and receiving no other income 
except certain rents derived from the use of its surplus water does 
not comply with all the requirements of section 231 (10) inasmuch as 
its income does not consist solely of assessments, dues, and fees col- 
lected from members, and will be required to file returns of annual 
net income and pay any tax due thereon. 



O. D. 538. 
A number of manufacturers incorporated as a reciprocal indemnity 
exchange to insure their business against fire loss on the reciprocfu 
and inter insurance plan through an attorney in fact having the 
power to issue policies, collect premiums, and adjust losses. The busi- 
ness is not conducted for profit and no member of the exchange 
receives any profit therefrom. The contract of insurance or power of 
attorney signed by each member provides that there shall be no 
capital stocK or jomt funds, but that each subscriber shall act indi- 
vidually and shall deposit a fixed amount to meet losses, such amount 
being kept in a separate account in the name of the depositor. At 
the end of the period for which the insurance runs any balance of this 
amount is returned to the depositor. 

n,gti7cctT:G00glc 



206 

Held, that this ezchsnge comes within the exemption provided in 
paKgraph 10, section 2SI of the Revenue Act of 1918, and will not. 
therefore, be required to file returns of annual net income. 



Section 231, Article 522: Cooperative asso- 1-19-84. 

ciations, S. 952. 

Where an association formed primarily in order to marked the 
product of its members also engages in the business of buyine and 
selling at a profit it is not exempt from ioctwae tax (Kevenue Act of 
1916, sec. 11(a), Eleventh; Revenue Act of 1918, sec. 231 par. 11). 
Solicitor's Memorandum 848 revoked. 

1-19-89. 

O.D.«4. 
An incorporated fruit growers' union, which conducts its busi- 
ness at a profit, ther^y accumulating a fund out of which divi- 
dends ore paid, is deprived of exemption from tax if it allows per- 
sons who are not fruit growers to acquire stock apd thus share in 
the profits. To the extent that it has such stockholders it loses its 
character as sales agent acting for the mutual beneht of the fruit 
growers, and accordingly its exemption from tax also. The union 
may, however, deduct from, gross ino(»ne amounts periodically re- 
turned to members as a refund of profits on business transacted with 
them and proportioned to the amount of such business. 

1-19-90. 
O. D. 65. 
A cooperative store managed by a univertaty for the purpose oJ 
selling to its students supplies of every kind, and in case of dissolu- 
tion its property reverting to the tra^»es of the school, does no( 
come within the class of corporations organized for the excluave 
purpose of holding title of property, collecting income therefrom, 
and turning over ttie entire amount thereof. It is actively engaged 
in the operation of a business in which profits are realized and will 
therefore be required to file returns of annual net income and pay 
any tax thereby shown to be due. 

8-19-330. 

O.D.191. 
A cooperative creamery company which buys outright the 
products of its members and distributes the proceeds on the basis 
of the number of shares held by each member instead of on the 
basis of the quantity of milk, or butter fat in the milk furnished by 
such members, is not exempt from filing returns and paying any tax 
found to be due. 

21-30-«61. 

O. D. 523. 

The X Company is a business activity organized for the purpose 

of affording employment to the members of a certain labor union. 
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It is Bcrfi a, part of the union as such, although it is owned and con- 
trolled by the union. Wages are paid to me members employed, 
and all profits, after paying expenses, are turned into the treasury of 
the union. 

Held, that the activities of the company are sudi as to make it a 
business enterprise. Hence it does not come within the exemption 
as a labor organization provided in section 231(1) of the Revenue 
Act of 1918, and will, therefore, be required to file returns of net 
income. 

SECTION 2S2.— NET INCOME DEFINED. 
Sbction 2S2, AxncuL 5S1 : Ket imwa&e. 

(See 15-19—449; sec 288, art. 541.) Net income for period covered 
by return of telephone companies when operated under Government 
control. 



SECTION 233.— GROSS INCOME DEFINED. 

Section 233, Asncu! 541 : Gross income. 1-19-92. 

O.D.66. 
The option exercised by a corporation beneficiary in allowing the 
proceeds of an insurance policy to be paid in installments represents 
m fact an investment of such proceeds. Any interest or profits re- 
eeivedtover and above the face value of each installment lepresenta 
taxable income to the corporation for the year in which received. 

8-19-331. 
O. D. 192. 

The excess of the amount of bonds purchased by a bank from the 
Government over the amount of such bonds subscribed for by the 
customers through the bank during the respective periods designated 
by the Government for receiving subscriptions is to be regarded as 
being the amotmt of pri&cipal of bonds originally subscrit^ tor by 
the bank for its own investment. Su<^ bonds are to be listed in the 
return of the bank as property of tJie bank subject to schedules 4 and 
A~4 of Form 1120, and tiie interest on such bonds is taxable inc<:»ne 
to the bank except to the ext^t provided in the Liberty Loan Ads 
and the sappkmeots thereto. 

The bonds subscribed ior by the customers during the subscrip- 
tion periods on which no default has occurred are to be deemed the 
property of the customers and are not to be listed in the return of 
tlw oank and the interest received from the Government on account 
of such bonds is not to be returned by the bank as income, but is to 
be reported in the returns of the customers. The amount of interest 
received by t3i6 bank from its custmners on account of bonds carried 
for them (including the amount represented by any coupons retained 
by the bank by way of adinstment of accrued intere^) constitutes 
taxable income to the bank, and no part of such interest is exem|rt 
from tax inasmuch as it is not interest on obligati<His of the United 
States but is intere^ on money advanced to the customers. (Also 
sec. 213(a), art. 31; sec. 213(b), art. 7T.) _, , 
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11-19-386. 
S. 1090. 
Gains derived by a corporation from the sale of its assets with a 
view of liquidation are measured by the difference between the amount 
received from the sale and 'the fair market value as of March 1, 1913, 
where acquired prior thereto, and are taxable income whether or not 
the corporation is in process of liquidation. (Also sec. 230, art. 503.) 



12-19-404. 

O. D. 229. 
Telephone companies taken over by the GovemmHit, and whose 
compensation has been fixed by the Government, should include such 
compensation in the amount of ^oss income reported on their returns, 
in addition to the income, gains, and profits accruing from other 
sources during the taxable year. Companies whose compensation has 
not been fixed should include in the gross income, in addition to other 
income reported, the amount of operating income received, and when, 
.later on, the President fixes the compensation for the use of their 
properties during the taxable year, they should file amended returns 
showing the totalincome received and recompute the tax on that basis. 



12-19-405. 
O. D. 230. 
A corporation owning a nine-tenths interest in a foreign partner- 
ship should, for the purpose of making income tax returns, treat 
the partnership and corporation as separate entities under the Reve- 
nue Act of 1918. The corporation would be taxable on its share of 
the partnership profits. 

13-19-425. 
O. D. 246. 
No taxable income accrues to a public utility corporation from a 
mere book entry charing construction account and crediting income 
account due to charging interest on the company's own funds used 
temporarily for construction purposes, as permitted under the Inter- 
state Commerce Commission's classification ; neither will the company 
be allowed to include in its assets such amount of interest charged to 
capital account for the purpose of determining invested capital. 
(Also sec. 326, art. 831.) 

15-19-449. 
O. D. 255. 

A telephone company should make a 1918 return for its accounting 
period, either calendar or fiscal year, and all income applicable 
to such period should be included in the corporation's return irre-; 
spective of the portion of the year during which it may have been 
operated under Government control. The invested capital should be 
computed on the basis of a 12 months' period and not prorated.' 
(Also sec. 232, art. 531, and sec. 326, art. 855.) 

,,, Google 



(See 21-19-520; sec. 201, art. 1541.) Dividends from foreign cor- 
poration under 1917 law. 



(See 21-19-623; sec. 213, art, 52.) Income accruing to corpora- 
tion from sale made by incorporators before company is incor- - 
porated. 

32-20-1122. 
T. D. 3048. 

ACT OF ACQDST B, 1809. 

Interest which accrued prior to 1909, and was paid in 1911, was 
not income within the provisions of the excise tax law of 1909. 



Section, 233, Abticlb 542: Sale of capital 

stock, 

(See 11-19-391; sec. 326, art. 831.) Commissions paid on sale of 
capital stock. 



(See 21-20-954; sec. 214(a) 4, 5, 6, art. 144.) Interest paid by 
stockholders where stock sold to them on credit. 



Section 233, Articxe 544: Sale and retire- 17-20-887. 

ment of corporate bonds. O. D. 475. 

Amortization of premium or discount on bonds as contemplated 
in articles 544, 563, and 848, Regulations 45, is not permissible in 
the case of the purchaser of bonds. The purchase price of the 
bond, even though different from par, represents the investment. 
When the bonds mature or are sold the basis for determining the gain 
or loss is their purchase price, or their fair market value as at 
March 1, 1913, if acquired prior to that date. (Also sec. 202, art. 
1561.) 



Section 233, Article 545: Sale of capital 2-20-676. 

assets. A. E. M. 21. 

If, upon the sale of the capital assets of a corporation to another 
corporation, shares of stock are surrendered by tne old stockholders 
to the vendee corporation, the nature of the transaction is not 
changed from one of sale by the corporation to one of sale of stock 
by the stockholders. 



(See 19-20-928; sec. 230, art. 503.) Change of form of organiza- 
tion to avoid the tax which would otherwise accrue to a corporation 
on profits realized from the sale of assets. 

11«7°— 20 14 ^-, , 
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Skction 233, AsncuE 547: Gross income of 12-19-406. 

corporation in liquidation. O. D. 231. 

A corporation entirely out of business maintaining its corporate 
existence merely for the purpose of liquidation and still holding 
income- producing investments not yet due is required to file the in- 
come and excess-profits tax returns for each year embracing the 
liquidating period. The income received by the corporation from its 
outstanding investments is to be returned for tax purposes. (Also 
sec. 239, art. 622.) 

Section 233, Article 548 : Gross income of 

insurance compsnies. 

(See 23-20-991 ; sec. 234, art. 569.) Net decrease in reserve funds 
as addition to gross income of insurance companies. 



Section 233, Article 549: Gross income of life 20-19-514. 

insurance companies. T. D. 2899. 

(a) Dividends excluded from, gross income. — XJnder the provisions 
of paragraph G, subdivision (b) of section 2 of the act of October 
3, 1913, that ^' life insurance companies shall not include as income in 
any year such portion of any actual premium received from any indi- 
vidual policyholder as shall have been paid back or credited to such 
individual policyholder within such year," a life insurance company 
is not entitled to exclude from its total income during the taxable 
year, for the purpose of ascertaining its gross income, any dividends 
paid or credited to policyholders from whom it did not receive any 
premium during that year; and as to such policyholders as it did re- 
ceive premiums from mat year it is entitled to exclude only such part 
of the dividends paid to those policyholders as did not exceed the 
amounts received from them, respectively, by way of premiums dur- 
ing that year. 

(&) Dividends consisiinff of redundancies in previous premium 
payments. — Kone of the cash dividends paid by a fife insurance com- 
pany to its policyholders which represent redundancies in previous 
premium payments is deductible from gross income in annual tax 
returns as " sums other than dividends paid within the year on 
policy * • • contracts." 

33-20-1138. 
T. D. 3046. 
PetM Mutual Life Insurance Company v. Lederer. 

[April 19, 1920.1 
INCOME TAX: ACT OCTOBER 3, 191.3— DECISION OF SUPREIHE COUBT. 

1. Excess in rBEwiuu. 

It is of the esseuce of mutual Inaaranne that the exceaa in the premium 
over the actual cost as later ascertained sball be returned to tlie poUcybuliIer. 

2. PkEMIUM ItECEIPTS EXCLUDED FBOU Gsoas INCOME. 

Section II G (b) of the Act of Octoi>er 3, 1913, eicluties from gross income 
those premium receipts which are actually or In effect paid by applying 
dividends. 
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3. Basis or Exclusion. 

The Congress used the words " shall not include " as applied to the annually 
ascertained overpayments of premium paid back or credited to the policy- 
holder because It eliminated theaf from the aj^gregate of taxable premiums 
as being the equivalent of abatement of premiums. 

4. Object o» the Noninclxibion Clause. 

The nonlncluslon clause in the Act of October 3, 1913, was framed to define 
what amounts involved In dlvidKids should be " nonincluded " or deducted, 
and thus to prevent any controversy arising over the questions which had 
been raised under the Act of 1909, See Mutual Benefit' Life Insurance Co v. 
Seroia, 198 Fed., 199. 
B. Receipts op Net Pkemiuhs the Basis or Taxation. 

Congress baa acted with entire consistency in laying down the rule by 
which In computing gross earnings certain iimounts only are ■excluded. Tlie 
principle applied Is that of twsing the taxation on receipts of net premiums, 
Instead of on gross premiums. The amount equal to the aggregate of certaiu 
dividends Is excluded, although they are dividends, because by reason of their 
application the net prenrium receipts of the tax year are to that extent less. 

6. Fbatebnal Life Insurabce. 

Fraternal life Insurance has been exempted from all Income taxation be- 
cause, as originally devised. It had in it only the element of protection. The 
premiums paid by the member were supposed to be sufficient, and only 
sufficient, to pay the losses which fell within the current year. 

7. Source of Diiidekd. 

The dividend of a life Insurance company Is made possible because the 
amounts paid In as pr^-mium have earned more than It was assumed that 
they would when the policy contract was made, or because the expense of 
conducting the business was less than it was then assumed it would be, or 
because the mortality — that 3a, the deaths In the class to which the policy- 
holder belongs — proved to be less than liad then been assumed in fixing the 
premium rate. 

8. Paid-up Policies. 

After a policy Is paid up the element of Investment predominates and 
Congress might reasonably regard tlie dividends si'.batantially as profit on the 
Investment. 

9. Deferreh Dividend Policy. 

In the case of a deferred dividend policy the dividend represents In part 
what clearly could not be regarded as a repayment of excess premium of the 
policyholder receiving the dividend, for the " share of the forfeiture " which 
he receives ia the sliare of the redundancy in premium of other policyholders 
who did not persist in premium payments to the end of the. contract period. 

10. Fraternal Eeneficiabt SociBtiis. 

Congress exempted certain cooperative enterprises from ail Income taxation, 
but, with the exception of fraternal beneficiary societies, It Imposed in express 
terms such taxation upon " every insurance company." 

11. Pabticipatino Policies Issued by Stock Life Insubanoe Companies. 
The participating policies commonly Issued by stocic life insurance com- 
panies are, both in rights conferred and in financial results, substantially the 
same as the policies Issued by purely mutual life Insurance companies. 

12. Legislative Histobt as as Am to Constbuctiom. 

The legislative history of an Act may, when the meaning of the words used. 
Is doubtful, be r^orted to as an aid to construction; uut no aid can possibly 
. be derived from the legislative history of another Act passed nearly six years 
after the one in question. 

13. JUDOMBHT AFFIKMBD. 

The Judgment of the Circuit Court of Appeals is affirmed. 

34-20-1153. 

T. D. 3053. 

Article 549 of fiegulations 45 is hereby amended to read as follows : 

Abt. 546. Oroas income Of life intnrance companies. — A life insurance company 

shall not include in gross income such portion of any actual premium received 

from any individual policyholder as is paid baclc or credited to or treated as an 

< abatemeat of premium of such policyholder within the taxable year, (a) " Paid 
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back " means paid In oaeh. (b) " Credited to " means applied by way of credit 
to tlie payment ot the premiwm for the taxable year. It does not include divi- 
dends applied to purchase additional paid-up Insurance or annuities, or to 
shorten the endowment or premium paying period, or In ally way tiat does not 
actualiy reduce the premium-receipts of the company for the taxable year, 
(c) " Treated as an abatement of premium " means of the premium for the tax- 
able year. Where the dividend paid baclt is in excess of the premium received 
from the policyholder witfiin the taxable year there may be excluded from gross 
Income only the amount of such premium received, and where no premium is 
received from the policyholder within the taxable year the company is not 
entitled to exclude from its premiums received from other policyholders any 
t in respect of such dividend payment 



Section 233, Article 550: Gross income of for- 2-19-163. 

■ eign corporations. O. D. 109. 

A citizen of the United States, resident abroad as agent of a 
domestic corporation, received commissions from the domestic cor- 
poration and assigned them to a, nonresident foreign corporation hay- 
ing no office or place of business in this country. 

The foreign corporation will not be liable for income tax on the 
amounts received from the agent of the domestic corporation unless 
such amcAints represent in fact payments of profits or income result- 
ing from business conducted in this country on behalf of the foreign 
corporation. 

The agent being a citizen of the United States must include the 
coinmissKins in his returns as income, notwithstanding that they were 
assigned to the foreign corporation. 

23-19-549. 
O. D. 294. 
The mere selling of raw materials in this country by a foreign 
corporation through the medium of a mail-order business or un- 
solicited orders, does not constitute transacting business within the 
United States and any income received from such transactions would 
not be subject to tax. (Also sec. 213(c), art. 91.) 

4-20-708. 
O. D. 384. 
Under the terms of a contract, a domestic corporation purchased 
abroad from a foreign corporation goods at a minimum price for 
resale in the United States. If sold for more than the minimum 
price, the domestic corporation was to receive a commission and after 
deducting certain expenses and the commission, the net profit was 
divided between the domestic corporation and the foreign corpora- 
tion. The share of the profits so received by the foreign corporation 
represents income from sources within the United States, but is not 
subject to the withholding provisions of the Revenue Act of 1918, 
since it is not " fixed or determinable income " within the meaning or 
the act. However, the domestic corporation acting as agent of the 
foreign corporation with respect to goods sold in the United States 
must file a return of income (Form 1120) for the foreign corpora- 
tion and pay any tax found to be due, (Also sec. 221, art. 362,) 



(See 23-20-985; sec. 213(c), art. 91.X Taxability of profit from 
foreign securities purchased in United States at a discount. 



(See 28-20-1062; sec. 239, art. 625.) Eetum by resident broker 
for nonresident foreign insurance company. 

29-20-1077. 
O. D. 596. 

Freight shipments, originating in Canada and brought to a United 
States port by railroad, are received at that port by a foreign steam- 
ship company (which does business and maintains a regular agency 
in uie Unitecf States) for transportation abroad. The freiglit charges 
of the steamship company are prepaid by the railroad company. 
The company's vessels, upon their return voyage to the United States, 
use coal purchased abroad as ballast, and upon arrival in the United 
States the coal is sold. 

Held, that the amounts received by the company as freight charges 
on the goods transported abroad should be reported in its return, 
sincB they represent income from sources in the United States. The 
amount received for the ballast coal disposed of in the United States 
should also be included in gross income, and the cost of such coal to 
the company should be claimed as a deduction. This matter should 
appear as a separate transacti(>n in the supplementary statements 
filed with the company's return. 



SECTION 234.— DEDUCTIONS ALLOWED. 

Section 234, Article 561 : Allowable deductions. 3-19-188. 

S. 983. 
Where a corporation pays x dollars in 1919, as liquidated dam- 
ages, to be relieved from the terms of a contract which called for 
the delivery of merchandise in 1918 and 1919, the loss so incurred is 
deductible from gross income for the year 1919 rather than 1918. 
(Also sec. 204, art. 1601; sec. 214(a) 1, art. 111.) 

3-19-201. 

O. D. 130. 

An American corporation will not be required to pay income, 

excess profits, and war profits taxes on dividends received from a 

foreign holding company whose income was derived entirely from 

dividends on stock of another American company. 

4^19-228. 
O. D. 146. 
A corporation keeping its accounts on an accrual basis will not be 
permitted to deduct from gross income a sura in anticipation of 
the amount the corporation may be required to allow as cash dis- 
count on accounts due and payable in the succeeding year. But any 
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amounts so allowed in the succeeding year before the return is &led 
may be deducted from gross sales for the previous taxable year. 



(See 5-19-251; see. 214(a) 12, art 261.) Losses in inventory and 
from rebates. ' • 

(See 5-19-252; see. 216, art 301.) Taxability of dividends re- 
ceived from foreign corporations deriving income from sources 
within the United States. 

10-1^-361. 

T. D. 2880. 

When capital stock of a corporation was sold at a premium, the 

amount of the premium received may not be added to paid-up capital 

stock outstanding at the close of the year in computing the amount of 

interest deductible under the Act of August 5, 1909. 

10-19-362. 
T. B. M. M. 
The problem of determining reasonable compensation for per- 
sonal services is one of difficulty, in that there are few general rules 
which can be laid down as guides to a decision- Many factors are 
involved, among them being the character ^nd amount of respon- 
sibility, ease or difficulty of the work itself, time required, working 
conditions, future prospectSj living conditions of the locality, indi- 
vidual ability, technical training, profitableness to the employer of 
the services rendered, and the number of available persons capable 
of performing the duties of the position. These and other factors 
have a bearing^ and the amount of weight to be attached to each one 
can be determined only in the light of the circumstances in each 
particular case. (Also sec. 214(a) 1, art. 105.) 



(See 11-19-37T; sec. 214(a) 1, art. 101.) Premium on crop in- 
surance an allowable deduction. 



(See 13-19-418; sec. 214, art. 131.) Allowable deductions from 
gross income of a corporation. 

14^19-438. 
M. 2207. 
Corporations which erroneously deducted contributions to the 
Eed Cross and other war organizations in their returns filed ppor 
to the issuance of T. D. 2847 need not file amended returns, but 
should immediately file with the collector a statement showing the 
amount of such deductions claimed, the amount of net income as 
reported and as corrected, and the amount of additional tax due by 
reason of the erroneous claiming of such deduction, accompanied by 
the additional tax and interest on the first and second installments. 
(Also sec 239, art. 621.) , ..C.OOqIc 
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16-19^64. 
O. D. 259. 
Machinery, equipment, or other facilities erected or acquired on 
or after April 6, 1917, for the production or nia,nufacture of sugar is 
considered as contributing to the prosecution of the war, and the 
cost may be amortized in accordance with the provisions of section 
234(a) 8 of the Revenue Act of 1918. (Also sec. 214(a) 9, art. 182.) 



(See 17-19-469; sec. 201, aH. 1544.) Dividends paid in Liberty 
bonds having a market value less than par. 



(See 17-19-471 ; sec. 214(a) 12, art 261.) Inventory loss by part- 
nership succeeding a corporation. 

20-19-515. 
S. 1145. 
Deductions. — Payments to trustees by a cemetery company, dur- 
ing the taxable year, of a percentage of the proceeds of sales of 
cemetery lots set aside for a " maintenance fund " to be controlled 
solely by the trustees thereof pursuant to a provision in the charter 
of the company requiring such payments, are not deductible from the 
gross income of the corporation under the Act of August 5, 1909, and 
the Act of October 3, 1913. 



(See 22-19-534; sec. 214(a) 1, art. 105.) Salaries voted subse- 
quent to the close of taxable year. 

22-19-537. 
O. D. 288. 
A reserve fund created out of the earning of a corporation for 
the purpose of redeeming its preferred stock is not an allowable de- 
duction in computing the net income of the corporation for tax 
purpo&e& 

23-19-550. 

T. D. 2927. 

Taxes paid to a State by a corporation on shares of its stock owned 

by another corporation are considered additi<inal dividends to the 

latter corporation and. if reported as such, may be deducted as taxes 

paid. (Also sec. 214(a) 3, art, 131.) (1909 Act.) 



(See 23-19-551; sec. 250, art. 1002.) Penalties added to tax: 
■when deductible as business expense. 



(See 24^19-561; sec. 214(a) 3, art. 133.) Assessment under Illi- 
nois laws relating to drainage districts. 



(See 26-19-595; sec. 250, art. 1003.) Deduction of interest on 
taxes. 

(See 26-19-597; sec. 301, art. 715.) Amortization when part of 
income is from Government contracts. 

1-20-660. 
0.968. 

Where a corporation is authorized by its charter or certificate of 
incorporation to purchase stocks on a margin, and where there are 
no laws in the State where it trades in stocks making marginal stock 
transactions by corporations illegal, if it sustains a loss as a result of 
marginal trading in stocks, such loss may be deducted in computing 
its net income, if sustained during the taxable year and not compen- 
sated for by insurance or otherwise, unless it appears affirmatively 
that the transaction was merely colorable and no bona fide purchase 
of stock was made. 

Where a corporation suffers losses as a result of its ultra vires act 
no deduction for such losses may be made in computing its net income. 

(See 7-20-745 ; sec. 250, art. 1003.) Interest paid or accrued under 
section 250. 

(See 8-20-754; sec. 214(a) 3, art. 131.) Deductibility of Federal 
income tax in return of corporation for fiscal year ending in 1917, 
prior to October 3. 

14-20-835. 
CD. 440. 
A royalty paid by a corporation to one of its officers, who is also 
a majority stockholder, for the use of a patent upon an article manu- 
factured and sold by the corporation is deductible as a business 
expense, provided the amount so paid is reasonable, considering the 
value of the invention and its salability in the open market. Any 
payment so made in excess of a reasonable amount, taking into con- 
sideration all of the facts in the particular ease, would represent !l 
distribution of profits, and consequently would not be deductible. 



(See 20-20-934; sec. 214(a) 1, art. 101.) Deduction of amounts 
expended in litigation defending title to a patent. 

{See 20-20-935; sec. 214(a) 1, art. 105.) Increased compensation 
of officers of corporation authorized immediately prior to close of 
fiscal year, 

(See 20-20-938; sec. 214(a) 10, art. 203.) Basis for claiming de- 
ductions under section 12(a), Act of September 8, 1916, where min- 
ing lease was purchased by a corporation with its entire issue of 
capital stock. /-- i 
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2a-20-S76. 
O. D. 629. 
Payments to trustees by a cemetery corporation during the taxable 
year of a certain percentage of the proceeds of sales of cemetery lots 
set aside for a maintenance fund to be controlled solely by the trus- 
tees thereof are not deductible from the gross income of the corpora- 
tion even though such payments are required by State law. 

28-20-1061. 
O. D. 585. 
If a corporation purchasing leased property, in order to get im- 
mediate possession, buys the lease from the tenant, the amount paid 
therefor constitutes a business expense to the corporation to be pro- 
lated over the unexpired life of the lease and deducted in its returns 
accordingly. (Also sec. 314(a) 1, art. 109.) 



(See 29-20-1076; sec. 214(a) 4, 6, 6, art. 141.) Deductibility of 
loss of good will. 



Section 234, Article 562 : Donations. 2-19-164. 

S. 965. 
A corporation may not deduct the amount paid into a pension 
fund for the benefit of its employees in the taxable year. This rule 
obtains, although the corporation constitutes itself a trustee of the 
sum contributed to pay the income thereof to its employees, but 
I'eserying absolute discretion as to the selection of the employees to 
be benefited. 

2-19-165. 

O. D. 110. 
Donations by a corporation to a pension fund for the bene6t of 
its officers and employees, the fund being organized entirely separate 
and distinct from the corporation, having its own set of books, mak- 
ing its own investments, and paying its own expenses, legal title of 
which does not remain in the corporation, are deemed to be donations 
to a charitable institution conducted for the benefit of the corpora- 
tion's employees or their dependents, representing a consideration 
for a benefit flowing directly to the corporation hs an incident of its 
business, and are allowable deductions from gross income in deter- 
mining net income subject to tax. 

4-19-229. 
T. D. 2847. 
Corporations are not entitled to deduct from gross income the 
amount of contributions to religious, charitable, scientific, or educa- 
tional corporations or associations, even though such contributions . 
may be made to the Red Cross or other war activities. 
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30-20-1094. 
O. D. 607. 

A municipality desires to baild new bridges to replace old struc- 
tDree which haveoeen condemiied. Owing to the general ^nancial con- 
dition of the city, due to war expenditures, and the cost of labor and 
materials, it is unable to finance this work without applying to the 
legislature for authority to borrow money for the purpose. Certain 
corporations and individuals who contribute more tnan three-fourths 
of the taxes raised by -the municipality have offered to donate the cost 
of the new bridges, and the question is raised whether these corpo- 
rations and individuals may deduct the amount so donated as a neces- 
sary business expense in computing their income tax liability. 

Held, that inasmuch as the donations will not be parents for the 
exclusive use of property by the corporations and individuals in their 
business and as they will not represent a consideration for a benefit 
flowing directly to the donors as an incident of their business, such 
donations are not deductible from gross income in the income tax re- 
turns of the corporations and individuals as ordinary and necessary 
business expenses within the meaning of paragraph 1 of sections 
214(a) and 234(a) of the Revenue Act of 1918. (Also sec 214(a) 1, 
art. 101.) 

Section 234, Article 563: Sale of capital 2-19-166. 

stock, bonds, and capital assets. O. D. 111. 

A corporation which issued its bonds at a discount and improperly 
charged the discount to profit and loss may correct its books to show 
the discount treated as interest paid in advance, to be amortized 
over the life of the bonds. Amended returns reflecting correction 
in the books may be filed. 

Section 234, Abticlb 564 : Interest. 

(See 21-20-954; sec. Q14{a) 4, 5, 6, art. 144.) In re interest de- 
duction of a corporation under Acts of October 3, 1913, and Sep- 
tember 8, 1916. 

(See 33-20-1142; sec. 325, art. 81S.) Deductibility of interest paid 
by corporation on debenture ^ock. 



Section 234, Abticus 566: Tax on bank stock. 1-19-99. 

O. D. 70. 
Trust companies, building and loan associations, and State savings 
banks organized under the laws of the State of Oregon are not al- 
lowed to deduct from gross income taxes paid upon the value of their 
shares of stock. 

7-19-^02. 
0.858. 
Where a corporation is a stockholder in a bank or other corpora- 
tion which is required by law to pay taxes assessed on the value of its 
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shares cti stock in the h&nds of the holders or owners, the stockholder 
corporation may deduct the amount paid on its behalf, but such taxes 
are considered additional dividends, and must be included in divi- 
dends received if the tax is allowed aa a deduction in computing net 
income. (1918 Act.) 

9-19-344. 

O. D. 199. 

Article 566 of ^Regulations io has special reference to individual 

• stockholders, but is equally applicable in the case of corporation 

stockholders. 

Section 234, Article 569: Required addition 1-19-96, 

to reserve funds of insurance companies. 0. 799. 

A life insurance company which maintains a reserve to liquidate 
coupons left with the company to accumulate at interest and accrued 
interest thereon is entitled to deduct from gross income in ita annual 
tas returns the net addition made each year to such fund. 

3-19-202. 
.0. 816. 
A law requiring casualty companies to establish certain reserves 
is to be construed as applying to companies issuing exclusively health 
and accident policies, unless the terms of the law are such as to indi- 
cate they are not to be included in that term, or unless they are held 
not to be included in that term by the courts of the jurisdiction in 
which that law was promulgated. 

13-20-810. 
O.D.427. 
The decision of the United States Supreme Court in Maryland 
■Casualti/ Company v. Untied States does not authorize any insurance 
company to deviate from the present method of computing the " net 
addititai to reserre funds " deductible from gross income. The 
amount deductible is the excess of the total reserve funds as required 
by law at the end of the taxable year over the total of such reserve 
funds at the beginning of the year regardless of the fact that during 
the year the reserve funds are increased on account of new business, 
and decreases in such funds are inevitable when policies mature, 
lapse, or are surrendered. 

23-20-991, 
L. O. 1032. 

INCOME TAX : SECTION 8 

Reserve funds " required by law " include not only reserves re- 
quired by express statutory provisions, but also reserves required by 
tne rules and regulations of State insurance departments wiien pro- 
mulgated in the exercise of an appropriate power conferred by 
statute, but do not include assets required to be held for the ordinary 
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running expenses of the business, such as taxes, salaries, reinsurance, 
and unpaid brokerage. 

Where there is a net decrease in the reserve funds required to be 
maintained by an insurance company, so much of the decrease as is 
released to the general uses of the company and increases its free 
assets is income to the company. 

Any net decrease in reserve shall be added to the gross income, 
unless the company shall show that such decrease resulted from the 
application of reserves to the purposes for which they were estab- 
lished. (Also sec. 233, art. 548.) 



Section 234, Articu! 572: Special dednctiona 7-20-744. 

allowed' mutual insurance companiea O. D. 403. 

The following procedure will be followed in making final audit 
and assessment of returns of mutual fire and mutual casualty insur- 
ance companies, with reference to the deduction for premium de- 
posits retained for the payment of losses, expenses and reinsurance- 
reserves authorized in section 234(a) 13 of the Revenue Act of 1918; 

In determining the amount of deduction to be allowed for premium 
deposits retained, a company may begin with the premium deposits 
written during the tax year. From this amount will be subtracted 
any portion of such premium deposits written during the year which 
are not retained at the end of the year. The only portion of such 
premiums written during the year which may be considered as re- 
tained is that' portion in excess of the amounts paid or incurred for 
losses and expenses during the year or returned to policyholders dur- 
ing the year. If there is no such excess, then it is to be presumed 
that any net income or increase in surplus shown by a company is 
derived, not from premiums retained but from other sources tnan 
premiums. It is not to be presumed that in determining the portion 
of premium income received during the year which is retained dur- 
ing the year that payments made by the company during the year . 
are made out of funds other than premiums. 

The result of this procedure wiU be generally that companies, 
under section 234(a) 13, will be permitted to deduct their entire 
premium income and will generally be taxed upon their remaining 
income which consists in this class of companies mainly of interest. 

Nom— Overruled by L. O. 1050, ruling 40-20-1228. 



(See 33-20-1138 ; sec. 233, art. 549.) Exclusion of excess premiums 
paid back or credited to policyholders of life insurance companies 
during year, (Court decision.) 



SECTION 235.— ITEMS NOT DEDUCTIBLE. 

Section 235, Article 581 : Items not deductible. 

(See 11-19-391 ; sec, 826, art 831.) Commissions on sale of stock. 
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SECTION 236.— CREDITS ALLOWED. 

Section 236, Articui 591 : Credits allowed. 

(See 23-19-551; sec. 250, art. 1002.) Amounts added to tax i 
penalties not to be eonsidered as credits. 



(See 4r-20-706; sec. 216, art. 301.) Credit allowed to corporati(M»8 
for the purpose of the 4 per cent war income tax imposed by section ■ 
4, Kevenue Act of 1917, in the case of dividends received from for- 
eign corporations taxable upon income from sources within the 
United states. 

" 27-20-1044. 

O. D. 574. 
In making a return for the period August 1 to December 31, a 
corporation which was granted a charter on August 1 is entitled to 
5/12 of the credit provided in section 236(c) of the Eevenue Act of 
1918, notwithstanding the fact that no capital was paid in nor opera- 
tions begun until OcSober 1 of that year. (Also sec, 239, art. 621.) 



SECTION 237.— PAYMENT OF TAX AT SOURCE. 

Section 237, Article 601: Withholding in 2-19-167. 

the case of nonresident foreign corporations. ■ O. D. 112. 

Amonnts paid fo a nonresident aJien corporation not having an 
office or place of business in United States as compensation for orders 
secured by it from foreign customers for export booked through such 
nonresident alien corporation are held not to be income from 
sources within the United States and not subject to withholding. 

7-19-303. 
T. B. R. 29. 
The tax should be withheld on payments by an American cor- 
poration to a nonresident foreign corporation having no office or 
place of business within the United States, representing royalties for 
the use of a patent, regardless of whether the amount paid is an 
agreed sum or is contingent on profits earned. The entire royalty, 
if not unreasonable, may be taken as a deduction by the American 
corporation. 

11-19-387. 
O. D. 221. 
Where a nonresident alien corporation not having an office or 
place of business within the United States, purchases through an 
agent in this country bank acceptances at a certain rate of discount 
and sells such acceptances through that agent or some other agent, 
for a price greater than the price for which purchased, the amount of 
income received as a result of the transaction represents income from 
sources within the United States. The amount received from the 
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sale in excess of the purchase price is based on interest as accrued; 
such interest is therefore held to come within the provisions of fixed 
or determinable income and is subject to withholding at the rate of 
10 per cent when paid to a nonresident alien corporation not having 
an office or place of business in the United States and 8 per cent 
when paid to a nonresident alien individual. 
Note.— Superseded by 16-20-865. O. 1024, sec. 221, art. SSB. 

27-19-60.7. 
O. D. 393. 
The appointment by a nonresident alien banking corporation of a 
resident agent in this country does not of itself relieve a domestic 
bank from the requirement of withholding 10 per cent from the in- 
terest credited to the account of the foreign bank. If the foreign 
bank establishes a branch or has an office or place of business in this 
country no withholding is required. 



(See 28-19-616; sec. 240, art. 636.) Withholding in the case of 
interest credited by a domestic corporation to a foreign subsidiary 
corporation. 

1-20-661. 
O. D. 358. 
Appointment by. a nonresident alien banking corporation of a 
resident agent in the United Stat«s, who has authority to make 
returns for the corporation, will relieve a domestic bank from the 
responsibility of withholding tax at 10 per cent from the interest 
credited to the account of the foreign oank, provided the agent 
furnishes a certificate stating that the foreign corooration has an 
office or place of business in the United States and that he will make 
all necessary returns and pay all tazes shown to be due. 



(See 16-20-865; sec. 221, art. 362.) Status for withholding pur- 
poses of income from collection, purchase, and sale of bank accept- 
ances in United States on behalf of foreign corporation. 

(See 24-20-1007; sec. 221, art. 362.) Interest on call loans made 
by domestic bank for account of foreign bank. 



(See 33-20-1129; sec. 213(b), art. 83.) Interest credited by do- 
mestic bank to the Commonwealth Bank of Australia. 



SECTION 238.— CREDIT FOR TAXES. 

Section 288, Articie 611 : Credit for foreign 4^19-230. 

taxes. O. D. 147. 

Taxes imposed and required by a foreign Government to be 
paid on the basis of dividends declared by corporations under its 



laws are taxes on the income of the individual stockholders in pro- 
portion to the amount of stock held. A United States corporation 
owning stock in a foreign corporation taxed on this basis should re- 
port in its return of annual net income for the y^r in which received 
its pro rata share of the entire dividend declared, and would be en- 
titled to a credit of the amount of the tax paid by the foreign cor- 
poration to the foreign Government in its behalf, in accordance with 
the above provision of law. 

On the other hand, taxes imposed by a foreign Government on the 
net income of corporations organized under its laws are not taxes to 
the individual stockholders, but to the corporation itself, and no 
part thereof would be a proper credit in the return of annual net 
income of the recipient IJmt«d States corporation, which would be 
taxable on the entire amount oi the dividend received. 



{See 11-19-888; sec. 240, art. 6S6.) When domestic corporation 
controlling foreign corporations may deduct foreign taxes assessed 
against foreign corporations. 



(See 12-19-407; sec. ^22, art. 383.) Conditions of allowance of 
credit for foreign taxes withheld by foreign corporation. 

8-20-75T. 
O.D.406. 

A domestic corporation which derives its entire income from opera- 
tions in Cuba and keeps its books on an accrual basis may file on 
Form 1118, a " claim for credit " of the amount of any Cuban income, 
war profits or excess profits tax accrued for the fiscal ^ear ended 
June 30, 1918, and apply such credit against its Federal income and 
profits tax for the same fiscal period. This credit should be prorated 
with reference to that part of the fiscal year, falling within the cal- 
endar year 1918. If the 1918 Federal tax has been paid without 
claiming this credit and the company wishes to credit the overpay- 
ment against the 1919 taxes. Form 1118 should be accompanied by a 
claim for refund on Form 46 and possibly a claim for credit on 
Form47-A. 

A claim for credit on Form 1118 for the amount of Cuban income, 
war profits or excess profits tax accrued for the fiscal year ended 
June 30, 1919j may be filed and applied against the company's Fed- 
eral tax liability for the same fiscal period. 



SECTION 289.— CORPORATION RETURNS. 

Seotton 239, Akticle 621: Corporation 1-19-100. 

retnms. O.D.71. 

Though the income tax return of a corpon^ion filed in accordance 
with the Revenue Act of 1917 for a fiscal year ended in 1918 shows 
a loss, the corporation will nevertheless be required to file a sup- 
plementary return in accordance with the Revenue Act of 1918 for 
Budi_fiscal year, '^8 



2-19-168. 
S. 972. 
Where articles of incorporation are filed under the laws of Ken- 
tucky and business 'is transacted in the corporate name a return 
of income received from such business should be rendered for the 
corporation although its organization as a corporation has not been 
perfected in the manner required by law. 

2-19-169. 
O.D. 113. 
A corporation may submit amended returns for previous years 
when, through wrong accounting practice, capital charges have been 
made to income. An affidavit should be attached, explaining the 
changes made by such amended returns in the amounts shown on 
the original returns, and explaining why the original returns were 
not properly prepared and the object of the company in preparing 
amended returns. Such amended returns will be accepted only when 
the erroneous charge can be specifically pointed out and t]ie facts 
proven. The Internal Revenue Bureau reserves the right to penalize 
for the making of false returns in the past. 

' 4-19-231. 

O. D. 148. 

The proper officers of a corporation that has been taken over 

by the Alien Property Custodian shall file a return of income and 

excess profits for the corporation up to the time the property was 

taken over by the Alien Property Custodian, 

The board of directors appointed by the Alien Property Custodian 
is not required to render a return of net income for the corporation 
while in control of the Alien Property Custodian. 



{See 14-19-438; sec. 234, art. 561.) Corporations may file state- 
ment in place of amended return when deductions for contributions 
were taken on original return filed prior to the issuance of Treasury 
Decision 2847. 

2-20-677. 
O. D. 365. 

If the charter board of a State declared the charter of a corpora- 
tion forfeited but the corporation had no notice of such action and 
continued to do business for a number of years as a corporation and 
made returns to the Federal Government accordingly, the corpora- 
tion can not now set up the action of the charter board to negative 
its coi^orate existence. 

Untd the company surrenders its charter to and the same is 
annulled by the State, or the charter is annulled in some other man- 
ner and the company ceases to operate as a corporation, it must be 
held to be a corporation for income and profits tas purposes and 
will be required to file returns accordingly. 
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(See 3-20-697; sec. 331, art. 941.) Returns required from a cor- 
poration when there is a transfer of domicile through the surrender 
of the charter issued in one State and the taking out of a new charter 
in another State. 

17-20-888. 

O. D. 476. 
Since in the conversioii of a State bank into a national bank there 
is not a dissolution of the corporation, but merely a change of title 
and the extension of Government supervision thereover, a bank so 
changing during the taxable year must file one return for the entire 
year. 

(See 27-20-1044 ; sec. 236, art. 591.) Proportionate credit allowed 
corporation making return for fractional part of year. 

29-20-1078. 
T.D.3043. 
VtUted States v. McHatton et'al. 
[United States DiaxsicT Coubt, Mai 6, 1920.] 



An income tax may be and waa imposed by retrospective law. 

A tax is not a debt and the Government is not a creditor, in a strict 
sense. The obligation is of a higher nature than a debt. 

Distributees without consideration of corporate assets, as stock- 
holders in case of dissolution, are liable to extent of the distribution 
for corporate tax under the trust fund doctrine. (Also sec. 250, art. 
1008;sec, 230, art. 501.) 



(See 29-20-1079; sec. 250, art. 1008.) Liability of distributees of 
corporate assets for unpaid tax. 



(See 34-20-1151; sec. 230, art. 504.) Income of transportation 
companies while under Federal control, where companies have 
elected to have claims for compensation adjusted. 



Section 289, Article 622: Betiirns by re- 1-19-102. 

ceivers. O. D. 78, 

A receiver should prepare and file a corporate return of annual 

net income and excess profits for the entire taxable year, including 

therein the gross income received by the corporation prior to the 

time of the receiver's appointment and also the gross income received 

under the supervision of the receiver. 

11417'— 20 15 
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O.D.IU. 

A receiver ItquidatiDg the assets of an insolToit bank is reqaired 
to file a return for the Dank, but in view of the fact that the bank 
is insolvent and will haVe no tax to pay (see Act of Mar, 1, 1879, 
sec. 22), the return may contain a statement to that effect in lieu or 
the data ordinarily required in the return. 

(Secticm 22, Act of Mardi 1, 1879, provides that no tax shall be 
assessed or coUected or paid into the Treaauy of the United States 
OQ account of an ii^t^vnat bank whit^ shall diminis h the assets 
thereof necessary fur tbe full payment of all ite dfi|K)ait(w&) 

6-19-280. 
0.863. 
Income received by assigoeeB appointed b^ a corporation to hq- 
uidate its property and business over a period of years, who have 
full power of control and management thereof, is taxable. This is 
true, although the business conducted by the trustees in the process 
of liquidation is not the business which the corporation originally 
started to conduct. This rule applies to all income received Try the 
trustees, including interest on bank deposits, interest upon derarred 
payments, and gains opcm ales of real property. 



(See 12-19-406; sec. 233, art. 547.) Eetum of income received 
from investments by corporation in liquidation. 

11-90-787. 
O. 1009. 

RULING tNDEli ACT OF 1918. 

The net income of a corporation in the hands of a receiver who is 
sctinfr solely as an officer of tbe court which appointed him and sub- 
ject to its orders is not taxable under the act of October 3, 1913. 
This ruling does not apply to the net income of a corporation in the 
hands of trustees or voluntary liquidators not so acting. 



Section 239, Articm ®4: Retnms of per- 
sonal service corporations. ' 
(See 31-20-1103; sec. 218, art. 328.) Method to be followed by 

c<»'poration in establishing personal service statm. 



Section 239, Article ^5 : Betums of foreign 28-30-10^ 

corporatifHis. O. D. S8& 

An insurance broker in the United States who solicits and pro- 
cures insurance in nonresident foreign corporations, collects the pre- 
miums thereon and credits the accounts of the respective corpora- 
tions with the net proceeds after deductions are maa& is considered 
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&e resident agent of audi foreign corporaUtMis witb reapeci to tiie 
bu^ness obtained througb his efforts and ie required to file returns 
for each nonre^dent foreign corporation covering the gross iDCcnoe 
received from sources within the United States within the purview 
of his agency, claiming therein any deducti(»is to which tlie corpiMra- 
tions are entitled and to pay the total tax due thereon. (Also sec. 
223, art. 404; sec. 233, art. 550.) 



Section 239, Abtici* 626: Betums for frac- 31-^19-650. 

tioraal part of year. O. D. 352. 

If a domestic corporation f<Mr any reason files an inccwne-tax re- 
turn for 8 period less than a year, the credit provided in section 
236(c) of the Eevenoe Act of IMS should be rednced to such pro- 
portion of the fall credit as the number of months covered by the 
return bears to 12 miHiths. 



SECTION 240.— CONSOLroATED RETURNS. 

Sbction 240, AaiicXiS 631 : Affiliated cwporatlfHis. 

(See 2-19-171; sec. 213 fb>, art. 80.) Liberty bond exemptita 
when ctmsolidated returns Sled. 

16-20-866. 
O. D. 46T. 
A ccM-pc^atitwt, the majority of whose stock is owned by its presi- 
dent and manager, turned over a branch of its business to a new 
cconpany, not incorporated, the president and manager of the corpo- 
rati^ retaining control of the new company. There was no transfer 
of corporate assrts. The new cranpany simply used the assets of the 
corporation without consideration of any kind but was operated as 
a separate and distinct enteorprise. Held that the new ccsnpany is 
merely a t»«nch of the c(»'poration and not a separate entity for 
Federal income tax purposes. Its income should be included in the 
return of the corporation and is subject to both income tax and excess 
profits tax. 

Action 240^ Asncui 632: Consolidated returns. 

(Se« 6-1&-286; sec. 330, art. 933.) Partoen^ip upon bectMning a 
aorporatiaB. 

(See 16-20-868; sec. 256, art. 1071.) Return of information at 
the source in case of affiliated corporations. 



Action 340, Annci^ 63S: When eracporations 7-lS»-304. 

are affiliated. T. B. M. SQ. 

If, on account of the dfaparity of holdings of the stockholders 
in the corporations, the Bureau would be unable to compel such c<w- 
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porations, seeking to file a consolidated return, to pay a tax based 
npoD a consolidated return, provided the corporations failed to pay 
euch tax voluntarily, the corporations should not be permitted to file 
ft consolidated return. Corporations should not be permitted to do 
that which they could not be required to do. 

16-19-465. 
T. B. R. 52. 
The application to make a consolidated return was denied in 
the case of two companies in one of which 24.26 per cent of the 
stock of the first company was owned by individuals who held no 
stock whatever in the second company, and more than 6 per cent of 
the stock of the second company was held by individuals who held 
no stock in the first company. Such a division of ownership can not 
be considered either under the statute or the regulations as a case in 
which substantially all of the stock of two or more corporations is 
owned or controlled by the same interests. 



{See 17-20-881; sec. 326, art. 831.) Requirement as to consoli- 
dated return from bank and association of stockholders whose owner- 
ship of shares in the bank and in a stockholders' trustee account are 
on the same pro rata basis. 

22-20-976. 
A. R. R. 123. 
Under the Revenue Act of 1918 in order that corporations may be 
deemed to be iiffiliated there must be an ownership or control by one 
corporation of substantially all the stock of one or more other cor- 
porations, or substantially all of the stock of two or more corpora- 
tions must.be owned or controlled by the same interests. Where only 
commercial or financial relations exist between corporations and 
there is no stock ownership or control of the character prescribed in 
the statute they may not be classed as afiSliated corporations. 



Section 240, Article 636: Domestic corpora- 11-19-388. 

tion affiliated with foreign corporation. T. B. R. 36. 

A domestic corporation owning a majority of the voting stock 
of a -foreign corporation is not entitled to credit for taxes paid by 
such foreign corporation to any foreign country or possession of the 
United States which are not actually paid within the taxable year 
of the domestic corporation. (Also sec. 238, art. 611.) 

28-19-616. 
O. D, 330. 
A domestic corporation owning a majority of the stock of for- 
eign corporations should include in its income-tax return any 
amounts of interest debited to its foreign subsidiaries, but it may 
claim as a deduction any amount of interest credited, to such .sab-^ 



sidiaries. The d<Haestic corporatitm should also withhold and pay 
to the Govemraent a tax equal to 10 per cent of the amount of the 
interest credited to its foreign subsidiaries. {Also sec. 237, art. 601.) 



SEtrnoN 240, Ariicle 637 : Consolidated net in- 12-20-799. 

come of affiliated corporations. O. D, 415. 

The income of affiliated corporations which is derived from Govern- 
ment contracts is taxable (except as provided in sec. 240(a) of the 
Eevenue Act of 1918) upon the basis of the total sum received 
from that source by the group and not upon the basis of the separate 
amount received by each corporation. (Also art. 635, and sec. 301, 
art. 714.) 



SECTION 241.— TIME AND PLACE FOR FILING 
RETURNS. 

Section 241, Articlb 651 : Time and place for 

filing returns. 

(See 11-20-789; sec. 227, art. 444.) Extension of time for filing 
corporation returns for 1919. 

25-20-1018. 

O. D. 557. 

A corporation whose fiscal year ended on February 28, 1919, was 

in the hands of a receiver. The receiver was discharged on May 17, 

1919. A new certificate of incorporation was filed May 12, 1919. 

Held, that the return for the ori^nal corporation covering the 
period from March 1, 1919, to May 17, 1919, should have been filed 
by the receiver not later than May 15, 1920, the date upon which a 
return covering the fiscal year ending February 28, 1920, was due. 



Part IV. — Administrative Provisions. 
SECTION 250.— PAYMENT OF TAXES. 

Section 250, Ahticle 1001 : Time for payment 1-19-15. 

of tax. S. 920. 

Treasury Decision 2797, prescribing the time when additional 
amounts of tax owing by a taxpayer whose return for the taxable 
year 1918 was on a fiscal year basis should be paid, is valid and not in 
conflict with the provisions of the Revenue Act of 1918, 



(See 26-19-699; sec. 328, art. 914.) Payment of tax in special 
cases when tax in first instance not computed in accordance with 
article 912. ,-- , 
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Sbdtion 250, Abticub 1002: Payment of tax W-19-^lG. 

when no proper return. S. 115& 

Where a former resident of the United States now resr(Jing in 
British Columbia fails to file his return for 1918 and refuses to tile a 
return upon demand of the American consul in that country, the Com- 
missioner should make a return for him from such information as 
he can obtain, and if no property is found in this country which will 
satisfy the tax due, but a judgment for the amount of tax due could 
be satisfied oat of property held by the taxpayer in Britii^ Colum- 
bia, recourse may be had in the courts of that country for the c<^l«c- 
tion of the tax. 

O. 936. 

Addition to tax for delinquency or fraud. — (a) The addition to 
tax authorized to be assessed by section 3176, Revised Statutes, as 
amended, on delinquent or false and fraudulent returns is to be con-- 
sidered a penalty and not a tax except for purposes of collection. 

(6)' Such an addition to tax made on excess profits tax returns is 
not an allowable credit in arriving^ at the nrt incf»iie sabject to 
normal income tax. 

(c) The payment of such an addititm to tax is not to be disallowed 
as a deduction from gross income in obtaining net jncoane oa the 
ground that it is a part of the income or profits tax within the provi- 
sions of law forbidding the deduction from gross income, of those 
taxes. 

{d) The payment of an addition to tax for delinquency in filing a 
return may be deducted from gross income as a bastness espaise w&n 
snch an additifm to tax is as incident to carrying on a bnsiness or 
trade. The payment of an addititm to tax npcm a ^ke (yt fraudulent 
retnni may not ordinarily be deducted from gross income as a bisi- 
ness expense and may never be deducted in the case of an indiTidual 
who himsrif was guilty of making a fraudulent retqm. Also sac. 
214, art. 101 ; sec. 234, art. Wl ; gee. 236, art. WL) 

1-19-106. 
Section 250, Abticle 1003 : Interest on tax. O. D. 74. 

Any deficiency in the first installment of tax as shown by 
the completed r^urn must be paid, blether with interest thereon 
from March 15 at the rate of one-half of 1 per cent per month, at 
the time of filing such return, and a further euin sufli^ieni with any 
amounts already paid, exclusive of interest, to equal one-half of the 
tax shown by the completed return must be paid on or before June 15. 

4-19-232. 
O. D. 149. 
"When it is found upon filing a complete return that the first in- 
stallment of tax was underestimated at the time of filing a tentative 
return, interest tm the amount W whie^ the tax was undereetiBHtted 
must be collected, irrespective of amonot. 
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ia-19-426. 
0-B84. 

(a) Where interest is collectible at the rate of 1 per cent per 
month from the due date interest most be collected for the fractional 
part of a month where the tax is not paid within 10 days from notice 
and demand for payment. 

(6) Under sections 502, 504, 629, 903, and 905 interest is collectible 
at the rate of 1 per cent for each full month, and fractional parts 
of a, month must be disregarded. 

(c) Interest is collectible from the date the tax becomes due. 

13-19-427. 
O.D.24T. 
In t^ case of rejected claims for abatement filed for taxes due 
for years prior to 1918, interest may be collected at the rate of 1 per 
cent per month ; for 1918 and E»bsequent years at the rate of one-half 
of 1 per cent per mimth ; when based <hi inventory losses the interest 
should be collec^d at the rate of 1 per cent per month. • 

26-19-599. 
O. D. 319. 
Interest paid or accrued under the provisions of section 250 of 
the Revenue Act of 1918 is deductible under the provisions of section 
214(a) or section 234(a)2 in computing net income. The word 
"interest," referred to in section 250(a), is synonymous with that in 
section 3184, Bevised Statutes, and may be treaCed as a deductible 
it«a of expense. (Also sec 214(a)l, art. 101; sec. 234, art. 561.) 

7-20-746. 
0.922. 

Interest paid or accrued under.the provisions of section 250(a), 
(b), and (c), Revenue Act of 1918, is deductible under the provisions 
of section 214(a)2 or section 234(a)2 in computing n^ income. 
(Also sec. 214(a)2, art. 121; sec. 234, art. 561.) 

14^20-836. 
O. D. 441. 
In cases where an addition of 25 per cent or 50 per cent is made 
to the tax on account of delinquency or fraud, and the taxpayer fails 
to pay the tax within 10 days after notice and demand from the col- 
lector, the 6 per cent penalty and interest attach not only to the 
amount of tax shown to be due by the return, but also to the 25 per 
cent or 50 pet cent addition to the tax. (Also art. 1006.) 

18-20-902. 
O. D. 487. 
When an extension of time is granted to the Commissioner of In- 
dian Affairs within which to file returns for incompetent full-blood 
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members of the Osage Tribe of Indians, wards of the Government, 
whose lands or moneys or both are reetricied and under governm^ital 
supervision, no penalty on account of delinquency attaches, neither 
shall there be added to any installment of the tax interest thereon 
at the rate of one-half of 1 per cent per month as provided for in 
section 250(a) of the Kevenue Act of 1918, as that section is held to 
be inoperative as against the United States. (Also art 1004.) 



31-20-1106. 
Sol. Op. 32. 

INCOMB TAX: SECTIONS 2&0(e) AND 2S2, BEVIINTIB ACT OF 1918. 

Where a claim for abatement (section 250(e) ) or a claim for credit 
(section 252) is rejected, the tax which is the subject of the claim is 
chargeable with interest at the rate of one-half ot 1 per centum per 
month from the time the tax was originally due until the claim is 
decided adversely to the taxpayer ; notice of the adverse decision is 
sent to the collector who must send to the claimant a notice and de- 
mand for payment of the assessment ; if the tax is paid witliin the 
ten day period following the sending of the notice the 5 per cent 
penalty is not collectible, and the only interest collectible is that at 
the rate of one-half of 1 per centum per month from the time the 
tax was originally due until the date of the Commissioner's decision ; 
if the tax covered by the rejected portion of the abatement claim is 
not paid within ten davs from the date of the notice and demand 
for payment, the penalty of 5 per cent attaches, and in addition 
thereto, interest at the rate of one-half of 1 per centum per month 
from the original due date to the date of the adverse decision by 
the Commissioner and at the rate of 1 per centum per month from 
that date to the date of payment, (Also sec. 252, art. 1032.) 



Section 250, Article 1004 : Penalty for failure 3-19-204. 

to file return. 0. 818. 

Where the attendant and surrounding circumstances have a tend- 
ency to cast doubt and suspicion upon a taxpayer, a. plea of mere 
ignorance is not sufficient to constitute a reasonable cause for failure 
to make and file a return within time prescribed by law for the pur- 
pose of being relieved of the penalty. 



7-19-306. 
. T.B.K.31. 
Penalties for delinquencies in filing supplemental tax returns 
for fiscal years ending in 1918 should be imposed upon corporations 
as for delinquencies in filing tax returns for the calendar year 1918, 
subject to such modifications in cases of compromises as may Beem 
to be warranted by the circumstances. 
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8-20-758. 
S. 1334. 

The ad valorem penalties for fraudulent returns should be assessed 
against withholding agents under the income-tax provisions of the 
law. 

The ad valorem penalties for delinquent returns should be assessed 
against withholding agents under the income-tax provisions of the 
law, except that if the tax required to be withheld is paid by the 
recipient of the income, no such penalty should be collected from the 
withholding agent unless his delinquency was fraudulent and for 
the purpose of evading payment. (Also sec. 221, art. 376.) 

13-20-817. 
S. 1359. 

BBVXNUli ACTS OF 1916 AND 1617. 

The provisions of law and regulations as to " reasonable cause " and 
"notice from the collector" in connection with penalties for delin- 
quency in filing returns are applicable only when a return is volun- 
tarily filed after the due date and not when a deltnqu^t return has 
not been filed. 



{See 22-20-977; sec. 253, art. 1041.) Penalties not asserted in case 
of delinquent returns for 1914 filed after expiration of three-year 
period of limitation. 

Section 250, Articlb 1005 : Penalty for under- 1-19-105. 

stated return. S. 926.. 

A taxpayer who filed a return of income which did not include 
profit on the sale of certain corporate stock and in reply to an in- 
quiry by an examining officer stated that he had not made any money 
on outside investments during the year, but in reply to a direct 
inquiry in regard to the sale of the stock, based on confidential infor- 
mation, admitted the sale, but made no explanation of his failure to 
include the profit on the sale in his return for the taxable year, is held 
to have filed a false and fraudulent return for the purpose of evading 
taxation, and the 100 per cent additional tax should be assessed. 
(1913 Act.) 

3-20-692. 
A. B. M. 24. 
In any case where a taxpayer has deducted on account of amorti- 
zation an amount in excess of the preliminary estimate of 25 per 
cent of the cost of property (T. D. 2859 and art. 184 (3), Keg. 45) 
and it is found upon consideration that he is entitled to an amount 
exceeding 25 per cent of the cost of the property, but less than the 
amount originally deducted, the 6 per cent penalty and 1 l)er cent 
interest on account of negligence shall apply only to the amount of 
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additional tax due on account of amortization claimed but disallowed 
in the return for 1918. In the event that the case is reopened within 
a period of three years and an additional amount of amortization 
allowed, the penalty and interest will not attach to the amount of 
lax based on the additional allowance granted. In other words, 
penalty and interest should attach only to such, amount of taS as, 
upon final settlement, is found to have been due to the Government 
and not paid at the time of filing return by reason of the taxpayer's 
"■':(a) 8 ■ -"" 



ignoring the regulations. (Also sec. 214(a) 9, art. 184.) 



1_20_746. 
A. R. M. 23. 
" Negligence on the part of the taxpayer, but -without intent to 
defraud," is presumed to exist in every case in which a deduction 
has been made or income has been omitted in direct conflict with the 
specific provisions of the law and regulations, but is not presumed 
to exist if the understatement may be ascribed to an error of judg- 
ment as to acme matter not so concluded. 



XO-20-782. 
O. 1008. 

INCX>ME AND PROFITS TAXES; SECTION 31T6, R. 8., AS AMENDED 
BT THE KEVBNUE AOI OF 1916, &.VD BT THE BEVENUE Ad 
OF 1618 ; SEdTOH 21(0 (b) OF THE sicVENnB ACT OF 19 IS. 

"Understatement" as used in section 250(b) has particular refer- 
ence to the understatement of the amount of the tax in the return. 
This is true whether such understatement resulted from the false or 
fraudulent computation of the tax or from false or frandulent mis- 
stateioents or wnissions of items of income or misstatements of items 
of deduction or from other false or fraudulent entries or omissions. 

Section 250(b), providing for the addition as part of the tax 50 
per centum of the amount of the deficiency, and not section 3176, 
B.. S., as amended by the Revenue Act of 1918, is applicable to income 
and profits tax matters arising under the Kevenue Act of 1918, where 
there is an understatement of the amount of the tax in the return 
and the understatement resulted from fraud with intent to evade the 
tax. In all other cases of false or fraudulent returns willfully made 
in matters arising under the Revenue Act of 1918, section 3176, Re- 
vised Statutes, as amended by that Act, is applicable, 

18-20-903. 
L. O. 1028. 
Ad valorem penalties. — Where, (trough fraud with intent to evade 
tax, an understatement of the amount of the tax in an income tax 
return results, the understatement is false or fraudulent and the 50 
per cent of tne whole amount of the deficiency ia required to be 
added to the tax. The 5 per cent penalty provided for understate- 
ments due to negligence has no application to any part of the de- 
ficiency in such a case. 
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Secteion 250, Abtici^ 1006: Penalty for non- 18-ld-48& 

payment of tas. O. D. 270. 

The charge of $5 is to be added as a part of the tax when a 
warrant of distraint is served irrespective of the fact that the delin- 
quent may be the estate of an insane, deceased, or insolvent person. 

" 24-19-575. 

O. D. 304. 

The penalty of $5 added as a part of the tax where a warrant' 

of distraint is served, is applicable only to income, war profits, and 

excess prtfits taxes. 

25-19^88. 

O. D. 313. 
In cases where delinquent returns are filed and the total tax is 
paid at the time of filing, the penalty of 5 per cent and interest at the 
rate of 1 per cent per month does not attach. 

2-20-«78. 
O. D. 366. 
Where an amended return showing additional tax liability has 
been filed, no interest on the additionaftax will be collected unless 10 . 
days after notice and demand by the collector the amoont of the addi- 
tional tax assessed has not been paid, provided there appears to have 
been no n^lect or intent to defraud upon the part or the taxpayer. 

7-20-747. 

O. 931. 

The provisions of section 250(e), Revenue Act of 1918, api^ only 

to taxes imposed under the provisions of Title II, Eevenue Act of 

1918, except where by the provisions of some other title they are 

made applicable thereto. 

9-20-775. 
O. D. 406. 
A taxpayer having filed his return and paid the first installment 
of tax is aware of his liability to pay the balance of the tax on the 
respective due dates, and failure to receive n(rticB and demand for 
the payment of the later installments by reason of his absence from 
this country does not constitute a snfiieient cause for waiving the 
p*malty and interest on any installment of the tax not paid when 

14r-20-837. 

O. D. 442. 

The charge of $5 reqnired to be added to the tax in cases where it 

is necessary to use a warrant pi distraint, is collectible not upon the 

iseoBDce bai upon the serving of such warrant. If the warrant is 

placed in the hands of the taxpayn* or is read to him personally, it 



is considered as having been sert'ed whether payment of the tax is 
made at once or is deferred so that it becomes necessary to seize 
property of the taxpayer. (Also art. 1009.) 

17-20-876. 
O. 1026. 

ACT OP OCTOBER 3, 1913, AND RBVENUE ACT OP 1916. 

Where an income tax was assessed against a person who failed to, 
make payment when it became due, ana the collector thereupon gave 
notice and made demand for payment, and prior to the expiration 
of 10 days after such notice and demand the Alien Property Cus- 
todian, under the provisions of the, Trading-with-the-Enemy Act of 
October 6, 1917, took over all the property of such person, thereby 
rendering it impossible for him to make payment within the time 
required, the 5 per cent penalty and interest at the- rate of 1 per 
cent per month do not attach. (Also art. 1003.) 

30-20-1095. 
O. D. 608. 
The general extension of time for filing returns granted to non- 
resident alien individuals, or their proper representatives in the 
United States, was for such period as may be necessary, not exceed- 
, ing 90 days after proclamation by the President of tne end of the 
war with Germany. The fact that a taxpayer filed a return before 
the expiration, of this extension period does not affect his liability 
to the 5 per cent penalty if he failed to pay the tax due on such return 
within trie prescribed time after it was filed. (Also sec. 227, art. 446.) 



Section 250, Articu! 1007 : Notice and demand 12-19-408. 

of payment O. D. 233. 

Under section 250(a), if any installment is not paid when due 
the whole tax unpaid shall become due and payable upon notice and 
demand by the collector. It will be seen, therefore, that individuals 
who filed their returns without making payment of at least one- 
fourth of the amount should receive a notice on Form 21, covering 
the correct amount of the first installment, which carries interest 
from the date on which return should have been filed up to the date 
on which payment is made. 

They should also receive a Form 17, notice and demand for the 
amount covered by the second, third, and fourth installments, and 
an additional Form 21, covering such amount, if the total is not paid 
within 10 days. Such taxpayers will not be entitled to the install- 
ment privileges and payment privileges and payment should he 
demanded in full, as indicated above. , 



Section 250, Articui 1008 : Collection of tax 1-19-107. 

by suit. 0.r).75. 

If a corporation in process of dissolution does not reserve snfficient 
funds to pay any income tax assessed against it, the liability for 
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the Amount of tax remaining unpaid attaches to the individual stock- 
boklers, and if necessary legal proceedings may be instituted against 
them for collection of the tax. 

4-19-235. 
O. 833. 

The five-year limitation on assessment and suit contained in sec- 
tion 250(d) applies only to taxes due under the Revenue Act of 1918, 

Section 252 does not operate so as to take away the rights which 
a taxpayer has under section 3228, Revised Statutes, to file a claim 
for refimd within two years after the time the cause of action 
accrued. 

The five-year limitation in section 252 does not apply to claims 
for abatement 

12-19-409. 
O.D.234. 
Where it is discovered that further taxes for 1913 and other years 
prior to 1918 are due from individuals and the discovery is not made 
until after three years from the date the returns for such years were 
due, amended returns or waivers should be secured, as heretofore, 
in order that the further taxes due may be assessed and collected 
without the neceisity of instituting suit against the taxpayers. 
(Also sec. 1400.) 

(See 29-20-1078; sec. 239, art. 621.) Liability of distributees of 
corporate assets for tax retrospectively imposed. 

29-20-1079. 
O. D. 597. 

Where a corporation dissolves and disposes of its assets without 
making provision for the payment of its accrued Federal income tax, 
liability for the tax follows the assets so distributed, and upon failure 
to secure the unpaid amount suit to collect the tax should be instituted 
against the stockholders and other persons receiving the property, 
except bona fide purchasers for a valuable consideration. The penal- 
ties prescribed in section 253 of the Revenue Act of 1918 will attach 
to the principal officers of the corporation upon failure to comply 
with the provisions of that section. (Also see T. D. 1615.) (Also 
sec. 239, art. 621.) 

Section 250, Article 1009: Collection of tax 29-20-1080. 

by restraint. T. D. 3042. 

In serving warrants of distraint, as provided in the Revenue Act 
of 1918, where it is necessary to enforce the collection of income, war 
profits, and excess profits taxes, the mode of procedure followed 
should conform to tlie mode of procedure prescribed by the State 
or Territory in which the warrant of distraint is to be served, for' 
the service of other process. ^-, , 
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^cnoK 3S0, Amcug 1011 : CanivMnise oi tsz 23^aO-d90. 

cues. O. D. 539. 

When the Bureau has determined that no penalty is due and has 
rejected an offer in compromiBe, a notice of special allowance " is 
sent to the collector, who then instructs the taxpayer to file claim for 
refond on Form 627. 

(See 2^20-1006; sec. 219, »Ft. 345.) Cmnpmame of -Ux it^aiij 
due from aolvent taxpsyvr. 

35-20-1019. 
Sol. Op. 7, 

COMPBOMISB-HBECTION 322*. B. 8. 

There is sufficient valid consideration to support (iw acceptance 
of an offer in compromise of specific penalty made by a taxpayer, even 
thou^ action thereon is barred by the statute of limitations. 

Section 250, Abticle 1012 : Assessment of tax. 15-20-S57. 

, T.D.aooa 

PRIOKITT or FEINEIIAIi TAXB8 — BBCI8I0H OP COUKT. 



Section 3466, Revised Statutes, is in pari materia with sections 
64(a) and 64(b) of the Bankruptcy Act, and to the extent that it is 
in conBict therewith it is superseded Utenby. Therefore do priority 
is given to Federal taxes exc^torer creditm, and sa<Ai taxes are not 
entitled to priority over the administration expenses of the bank- 
ruptcy proceedings. 

(Note. — This decision is published in full on page 36 of Bulletin 
15-20.) 

Section 250, Article 1013: Dedaration of 3-19-205. 

termination of iaxable ptriod. O. D. 131. 

An alien who desires to depart from the United States is required 
\o submit to the proper official a certificate signed either by the 
collector of internal revenue for the district in which he last resided 
or for the district in which the port of embarfcatirai is located, stating 
that the collector has satisfied himself that tJie alien has complied 
with all tax obligations with respect to income accruing up to the 
end of the month just preceding the date of the issuance of the 
certificate. 

13-19^29. 
M.2195. 
Uniform proceciore for collecting income tax from aliens seeking 
passage abroad: 

1. Aliens who desire to depart from this country should satisfy aB 
inoome-tax obligations. 

2. In computing the tax liability of any person whose taxable 
period is terminated in accordance with section 250(g), the taxpayer 



18 entitled to the same peFseial excanpf ion tnd credit for dependents 
as he woold h&Te been entitled to had the retDnt been pfepared far 
the foil taxable year. (See art. lOlS, B^. 45.) 

3. If any iactmte tax has been withheld fnmi wages tv other income 
of an aiien, credit thecefor sdioitid be given to the taxpay^ Trben cota- 
puting the balance of income tax due the United States Govemment. 

4. An alien, who is a resident for income-tax purposes during the 
year 1918 but decides in 1919 to return to his native country, shonld 
be elassified as a nonresident alien for the taxable period of 1919. 

5. An alien appearir^ beftHT the collector of internal revenne 
should be qaestitmed as to his earning for 1916, 191T, 1918, and 1919, 
and Form 1040C should be executed ld duplicate by the alien, and the 
certificate of compliance signed by the collector. 

6. An American citizen applying for a sailing permit should 
satisfy the intemal-revenne agent m charge that lie had paid all 
installments of income tax due wp to the date of departure and has 
made arrangements for the payment of firtnre installments as they 
become due. 

7. The examination of aliens in the collector's office should be in 
charge of one man thoroughly qualified as to the tax liability of 
aliens, whether resident or nonresident, and the exemption to which 
entitled. 

S. Steamship officials will require perscais af^lyii^ for overstamp- 
ing of tickets to produce a sailing permit signed by the proper 
ii^rnal-reveoue officer. 

9. In cases where an alien has failed to appear before the collector 
of internal revenue for his district prior to seeking pasatge to a 
foreign country, it will be necessary for him to appear before the 
collector of internal revenue for tlw district in which the port of 
emtttrbation is located in order to satisfy his income-tax obligations. 

18-19-487. 

O.D.271. 

The instructions issued in IT-MIM 2195 (13-1&^39; see. 250, art. 

1013) and other instructions issued with respect to departing aliens 

are not applicable to representatives of for^gn countries hearing 

diploanatic pas^MHis. 

27-19-606. 

O.D.324. 

Certificates of compliance with income tax obligations may be 

?'rocured either from the office of a collector of internal revenue or 
rom the branch office of the collector within the same collection dis- 
trict. The deputy collector or reTMtiie agent acting for the collector 
will issne the certificates. 

28-19-617. 
O.D.331. 
Aliens having a status as residents of the United States and de- 
siring to leave the United States temporarily will be required to 
show that all income tax obligations for the taxable year and prior 

# 
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years to the date of departure have been satisfied, and that provisioD 
has been made for payment of subsequent installments of tax as they 
come due ; also that arrangements have been made for filing of re- 
turns and payment of tax for the succeeding year, should their 
absence extend beyond the time for filing such returns and paying 
the tax. 

28-19-618. 
O.D.332. 
For the purpose of the Revenue Act of 1918, the Virgin Islands 
are to be regarded as foreign territory, Kulings relative to citizens 
and aliens departing from uie United States are therefore applicable 
to persons who plan to go to those islands, but citizens of the Virgin 
Islands who reside in the United States and plan to go to the islands 
are to be treated in the same manner as citizens of the United States 
in the matter of satisfying income-tax obligations to the United 
States before departing from this country, 

4-20-709. 
O.D.385. 
In the case of an alien leaving the country, if his name does not 
appear on any Form 1042 filed by his employer for the years 1916, 
1917, 1918, or 1919, the collector may, for the purpose of determin- 
ing the alien's tax liability, require the employer to furnish state- 
ments of the alien's earnings for the years in question under section 
3173 of the Kevised Statutes as amended. 

16-20-867. 
O. D. 468. 
The status of an alien leaving the United States during the taxable 
year is determined by his status on the last day of his taxable period. 
The taxable period is the interval between January 1 and the last day 
of the month preceding his departure. If the alien had formed no 
intention of leaving the United States by such date he will he taxed 
as a resident aliens If, however, his intention to depart was formed 
prior to the last day of the month preceding departure, he will be 
taxed as a nonresident alien for such period. In either case the alien 
is entitled to the full exemption and credit for dependents that he 
would have been entitled to had his return been filed for the full 
taxable year. If the absence of a resident alien is to be only tempo- 
rary, he will not lose his status as resident by reason of such absence. 
(Also sec. 217, art. 312.) 

19-20-923. 
O. D. 500. 
Consular receipts showing payment of United States income taxes 
through a United States consulate by citizens of this country resid- 
ing abroad will be accepted by revenue agents at ports of embarka- 
tion as evidence of satisfaction of income tax obligations in the case 
of departure of auch citizens who are temporarily in this country, 
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(See 27-20-1035; sec. 210, art. 3.) Determination of tax liability 
of sailors on board United States vessels. 



SECTION 251.— RECEIPTS FOE TAXES. 

Section 251, ABiici^ 1021: Receipts for tax 8-19-332. 

payments. . T. D. 2874. 

1. Receipts to taxpayers. — Duty to issue : The fact that section 251 
of the act of February 24, 1919, requires that full written or printed 
receipts be issued to taxpayers only on request therefor does not limit 
the collector's mandatory duty to issue them when requested and 
does not fail to make them documents required to be issued when- 
ever requested, and the receipts are plainly documents required to be 
issued by such section. 

2.. Same. — Simulation or fraudulent execution: Such receipts are 
documents required by provisions of the internal-revenue laws and 
by a reflation made in pursuance thereof, within the meaning of 
section 3451, Revised Statutes, making it an offense to simulate or 
falsely or fraudulently execute or sign any document required by the 
internal- re venue laws, or any regulation made in pursuance thereof, 
or to procure the same to be falsely or fraudulently executed, or to 
advise, aid in, or connive at such execution thereof. 

3. Harne. — Blanks ; The offense may be committed elthef where the 
receipt itself is a genuine receipt of the kind kept for that purpose in 
the office of the internal-revenue collector, but signjed by the defend- 
ant without authority, or where, even if not a blank of the kind 
required to be kept, the blank itself is simulated or falsely or fraudu- 
lently executed and issued by a person who has no power or authority 
to do so. 

4. Same. — Income-tax receipts: Where defendant was chared 
with violating section 3451, Revised Statutes, in that he falsely, 
fraudulently, etc., simulated and executed and advised, aided in, 
and connived at the execution of certain income-tax receipts required 
by section 251 of the Act of February 24, 1919, to be given when re- 
quested, what defendant told the persons who paid the money is not 
material, nor is the question whether or not such persons were sub- 
ject to the payment of an income tax, or to assessment and levy of 
such tax. 



SECTION 252.— REFUNDS. 

Section 252, Akticui 1032 : Claims for abate- 31-19-652. 

ment of taxes erroneously assessed. O. 957. 

It is within the discretion of a collector of internal revenue to 
require a bond as a condition of the suspension of the collection of the 
tax where a claim for abatement of the tax has been filed. 

Only an amount of income, war profits, or excess profits tax which 
has been actually found to have been paid in excess of what was 
properly due, can he credited against income, war profits, or excess 
profits taxes due from the taxpayer under any otiier return. 

11417°— 20 — le C.oot^lc 
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(See 2^20-984; see. 213(a), art. 62.) Claim for abatement of 
excess tax assessed for 1916, where assesametit of additional tax due 
for 1915 is barred by statute of limitations. 



(See 31-20-1106; sec. 250, art. 1003.) Assessment of interest and 
penalty upon claims for abatement adversely decided. 

~~ 33-20-1139. 

O. D. 634. 

A claim for abatement of an apparently excessive tax assessed on 
the basis of a tentative return will not be considered prior to the 
filing by the taxpayer of a completed return. 



SzcTioN 252, Ahticle 1034 : Claims f w credit 1-20-662. 

of taxes erroneously collected. O. 974. 

4'he tax imposed on undistributed net income of corporations by 
section 10(b) of the Revenue Act of 1916, as amended by the Revenue 
Act of 1917, is held to be an income tax within the meaning of sec- 
tion 252 of the Revenue Act of 1919. Therefore, any overpayment 
of such tax may be credited against an additional amount of income 
tax due from the taxpayer within the limitations of that section. 

11-20-789A. 

M. 2429. 

Instructions for the acceptance of claim for credit on Form 47-A 

on account of overpayment of taxes on stock dividends. (Published 

in full on p. 16 of Bulletin No. 11-20.) 

11-20-789B. 

M. 2436. 

Further instructions relative to credit for overpayments of taxes 

on stock dividends. (Supplementing M, 2429.) (Published in full 

on p. 17 of Bulletin No. 11-20.) 

15-20-854. 
O. D. 457. 

Returns for 1918 were filed for a partnership and its members in 
accordance with the Revenue Act of 1917, prior to the passage of the 
Revenue Act of 1918, and tax paid accordingly. The partnership 
was incorporated prior to July 1, 1919, and elected to be taxed as a 
corporatioli under the provisions of paragraph 3, section 330, Revenue 
Act of 1918. Amended returns for 1918 showing overpayment of 
tax were filed by the partners. 

There is no provision in the law whereby either the tax paid by the 
partnership or any excess tax paid by the partners itiay be credited 
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against any tax liability of the successor corporation for any ^ear. 
B«^mredj may be sought only by tiie partnership and the individual 
members thereof filing claims for the refunding of any excess tax 
paid. (Also sec. 330, art. 938.) 



19-20-924. 
A, R. M, 46. 
Income taxes are assessed for specific periods and ma.y be abated 
only if illegally or erroneously assessed. Crediting the amount of a 
previous overpayment against taxes presently due has the force and 
eSeat of an order of abatement and wipes out and cancels the assess- 
ment pro tanto. Such a credit can not be made until the facts have 
been carefully examined and the validity of the credit approved by 
the Commissioner. This does not mean, however, that a claim for 
credit has no effect until approved. The claim for credit may have 
precisely the same effect as a claim for abatement; that is. by for- 
bearance of the collector it may augend ct^lection until it is acted 
on by the Commissioner. If approved, credit is then given relieving 
both the collector and the taxpayer from further liability. If re- 
jected, interest is to be paid upon the amount suspended from the 
time it was due. (See also Law Opinion 957, p. 256, Cumulative 
Bulletin, December, 1919.) 



82-20-1123. 
O. D. 626. 

A taxpayer in 1918 carried on margin with a stock brokerage firm 
shares of stock in a certain corporation. As the stodi was not owned 
oD^i^t by the taxpayer it was not regi^«red in his name but in the 
name of the broker, together with other shares carried under similar 
conditions. iSuhsequently the corporation paid a stock dividend to 
its recorded stockholders, of which the brokerage firm was one, and 
it in turn distributed the same proportionately to the maj^nal 
owners. 

For the purpose of making claim for credit or refund of the taxes 
paid on these stock dividends, the taxpayer should accompany his 
claim with a statement from the paying corporation showing the 
number of shares of stock standing m the name of the brokerage firm, 
and the amount of stock dividencfi paid to such firm during the year 
1918; also a statement, signed by the brokerage firm, indicating the 
number of shares of the corporation's stock which the firm carried 
for hi£ account, and the amount of sbx^ dividends turned over to 
him by the brokermge firm. (Also sec SOL, ait. 1545. ) 



Section 252, Article 1036 : Claims for refund 

of taxes erroneously collected, 

(See 7-19-310; sec. 335.) Excess profits tax paid by partnerships 
with respect to income received during 1918 should be refunded. 
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8-19-333. 
T. D. 2871. 
Re^littions 45 are ameDdetl by changing the last two sentences of 
article 1036 to read as follows: 

In certain cases ot overpaymwit by taxpayers the collector may -repay the 
pxcess after allowBncc by the Commisaloner of a claim for refund made by the 
collector on Fomi 751. The cases in which refund Is mode through ojllectors 
are covered by specific provisions not herein incorporated. The Commissioner 

has no authority to refund on equitable grounds penalties legally collected. 

18-19-488. 

O. D. 272. 
When a claim for refund is filed by aliens, resident or nonresident, 
on Form 46, a copy of the form upon which the alien was assessed 
and taxed should be attached to Form 46. 



(See 30-19-643; sec. 223, art. 401.) Claim for refund of tax paid 
in advance or on the basis of a tentative return when correct net 
income insufficient to require a return. 



(See 31-20-1105; sec. 221, art. 364.) Procedure when tax has 
been paid at the source on interest belonging to a foreign corpora- 
tion which is exempt under section 231. 



Section 252, Article 1037 : Suits for recovery 9-19-347. 

of taxes erroneously collected. T. D. 2882(2). 

Sums due the United States are a valid offset as against amount 
found due taxpayer in suit against collector, though included there- 
in are items which the Commissioner of Internal Revenue did not 
claim to be due the United States when considering the return for 
assessment purposes. 



SECTION 253— PENALTIES. 

Sectioj) 253, Article 1041 : Specific penalties. 1-19-108. 

S. 931. 
The giving of instructions or advice with the purpose and intent 
of inducing persons liable to make income returns or pay income tax 
to refrain from making such returns or paying such tax is an attempt 
to defeat the tax withm the meaning of the statute, and those giving 
such instructions or advice are amenable thereto. 

6-19-282. 

O. D. 168. 

If a citizen about to leave the United States willfully refused 

to pay such tax as was properly due, he might be arrested and de- 
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tained for the pnrpoae of facing prosecution criminally for a viola- 
tion of section 253 of the Revenue Act of 1918. Furthermore, the 
district courts of the United States, at the instance of the United 
States, are invested with jurisdiction to make and issue writs and 
orders of iii]'unction and ne exeat republica and such orders and 
process as may be necessary or appropriate for the enforcement of 
the provisions of the Revenue Act of 1918. (Sec. 1318.) With re- 
spect to these provisions a citizen departing is in no different position 
from a citizen continuing in the United States — the act being enforce- 
able alike against taxpayers continuing in the United States and tax- 
payers departing from the United States. 

13-19-430. 
O. 893. 
Neither partnerships nor individuals when in default in connec- 
tion with die excess profits tax law are subject to the penalties pro- 
vided in section 1004 of the Revenue Act of 1917. The ad valorem 
penalty attached for failure to make returns is 50 per cent. (1917 
law only.) 

(See 18-19-489; sec 256, art. 1071.) Imposition of specific penal- 
ties for failure to file returns of information. 

22-20-977. 
O. D. 530. 

ACT OF 1918. 

Where delinquent indivijjual returns for the taxable year 1914 have 
been filed after the expiration of the three-year period of limitation, 
specific and ad valorem penalties will not be asserted. If the tax- 
payers signed the delinquent returns it will not be necessary to secure 
waiver for the purpose of assessing the taxes. (Also sec. 250, art. 
1004.) 



SECTION 256— INFORMATION AT SOURCE. 

Section 256, Article 1071 : Return of informa- 18-19-489. 

tion as to payments of $1,000. O. 907. 

Section 3167 of the Revised Statutes as amended by section 1317 of 
the Revenue Act of 1918 is applicable to any income return, includ- 
ing returns made on Forms 1096 and 1099, 

Where a corporation or its representatives fail to supply or make 

K)per returns of information called for under section 256 of the 
venue Act of 1918, the penalties provided for under section 253 of 
said Act may be invoked. (Also sec. 253, art. 1041.) 

12-20-800. 

O. D. 416. 

Fees paid by a corporation for professional services should be 

included in returns of information in cases where ampnr^jmd Ui 



any iiKlividiiaJ or paitnership duiing a calendar year equal or exceed 
(me thousand dollars. 

13-20-818. 

O. D. 428. 
Actutd amounts of $1,000 ot more paid, or credited and made 
available during the calendar year should be reported in returns of 
information on Forms 1099 (reiTsed) and 1096 (revised). 

16-20-8^. 
O. D. 469. 
Corporations which are affiliated within the meaning of section 240 
of t^e Revenue Act of 1918 are required to make a consolidated 
return of net income and invested capital, but they will not be 
pei-mitted to Sle a consolidated return of information at the source. 
Kach corporatiiMi must file a separate return of information as re- 
quired by section 2S6. (Also sec. 240, art 632.) 

16-20-869. 
O. D. 470. 
A department of municipal government is reqmred to file a return 
of information as provided in section 256 of the Revenue Act of 1918, 
showing payments of fixed or determinable gains, profits, and income 
of $1,<W0 or over in any taxable year, excluding from the retunu 
however, payments made as salary or wages to officials or employees 
of a State or political subdivision thereof, and payments of interest 
on the <^ligatM>iis of a 3tate or politica] ffiibdiTision thereof. (Also 
art. 1074. 



Section 256, Article 1072: Return of infbr- 6-K)-7S3. 

mation as to payments to employees. . O. D. 401. 

In executing Form 1099, an employer who is required to withhold 
tax from an employee under a State i»c«»Be tax law, should report on 
such form the amount of the salary paid to the employee plus the 
amount of the tax withheld. The employee should report the same 
amount in his personal return on Fona 1040 or Form 1040A as the 
case may be. 



Section 236, Akticile 1073: Return of infor- 27-20-1045. 

mation by partnerships, personal service cor- O. D. 575. 

porations, and fiduciaries. 

A fiduciary is required to file with his rrturn on Form 1041 an 
information return on Form 1099, covering the distributable share 
of each beneficiary, regardless of the amount or character of the 
income comprising such distributable share. Tliis is true even 
though the entire income of the estate consists of dividends on the 
stodE of domestic corporations. 
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Section 256, Abticle 1074: Cases where no 2-19-172. 

Fetum of information required. O. D. 115. 

Where a lease provides for a payment of rental in crop shares, the 
landlord and tenant sharing proportionately the expenses, such 
payments are not fixed or determinable and need not be reported. 



Section 256, Abticle 1076 : Beturn of information 1-19-110. 

as to payments to nonresident aliens. O. D. 76. 

Form 1099 is required in case of payment to a nonresident alien 
partnership of interest on bank deposits if the interest amounts 
to $1,000 or more. 

5-19-263. 
O. D. 162. 

In cases where a foreign corporation is the registered owner of 
stock of a domestic corporation and the actual owner is a non- 
resident alien individual or partnership, disclosure of actual owner- 
ship should be made on Form 1087, revised, in order that a domestic 
corporation required to rraider a return of information as to divi- 
dends in accordance with section 254 of the Act may have at its dis- 
posal information as to actual ownership of the stock. The foreign 
corporation as the registered holder is not, however, required to 
render any return or withhold any tax from income paid to the 
actual owner of the stock, nor is there any provision under the 
Revenue Act of 1918, whereby any withholding of tax at the source 
is required by the debtor corporation with respect to such income 
whether actually owned by the registered owner or by a third party. 

Nonresident alien individuals who are actual owners of stock 
registered in the name of a foreign corporation ^ould render or 
cause to be rendered a return of income from sources within the 
United States, including dividends upon stock actually owned by 
them, but registered in the name of the foreign corporation. 



Section 256, Article 1078 : Ownership certifi- 31-19-653. 

cates for foreign items. O. D, 364. 

Nonresident alien individuals, partnerships, and corporations not 
engaged in trade or business within the United States and having no 
office or place of business therein, should file Form 1001-A properly 
modified, in connection with interest coupons on bonds of a corpora- 
tion organized in the United States but which transacts no business 
in the United States and owns no property therein. 

In cases where Form 1000 has been filed by nonresident alien 
bondholders, the certificate should be stamped as follows before 
being forwarded to the Commissioner of Internal Revenue, Sorting 
Division : 

> property ana does no business in the 

n,gti7cdT:G00glc 



(See 21-20-958; sec. 221, art. 364.) Schedule of ownership cer- 
tiBcatee required in collecting income from various classes of securi- 
ties. 

25-20-1020. 
T. D. 3031. 

Regulations 45 are amended by amplifying article 1078 so as to 
read as follows : 

Abt. 1078. Ownership certificates tfir foreign iiemg. — («) When bonds of 
foreign countries, or bonds or stocks of nonresident foreign corporations, are 
owned by citizens or residents of the United States, Individual or fiduciary, 
by domestic or resident foreign corporations, or partnersblps, or by personal- 
service corporations, ownership cGrtlficate Form 1001 A, revised, sball be ese- 
cnted by the actual owner or by bis duty authorized agent when presenting the 
item for collection, whether such Item Is a dividend or an interest payment, 
except In the case of a foreign country or a foreign conwratton having a fiscal 
agent or a paying agent In this country and issuing bonds which contain a 
tax-free covenant clause. In such a case the fiscal agent or paying agent Is 
reqnlred to withhold the normal tax of 2 per cent from the Interest on such 
bonds and ownership certiBcate Form 1000, revised, modified to show the name 
and address of the fiscal agent or the paying agent, should be used, unless the 
owner (If so entitled) desires to claim exemption, In which case Form 1001 A, 
revised, should be filed. (6) When such foreign bonds or stocks are owned by 
nonresident alien individuals, corporations, or partnerships, ownership certifi- 
cate Form 1001 A, revised, shall be used on behalf of snch owners by any 
responsible bank or banker, either foreign or domestic, having knowledge of 
such owner^lp. In sucb a case the bank or banker ne^ not fill in the names 
of the owners. 

(See 34r-20-1150; sec. 221, art. 364.) When certificates are re- 
fjiiired in the collection of foreign items, 

SEpTiON 256, Article 1078(a) : Foreign items 25-20-1021. 

presented for collection unaccompanied by T. D, 3030. 

ownership certificates. 

Regulations 45 are amended by inserting immediately after article 
1078 an article which will be known as article 1078(a), as follows: 

Abt. 1078(b). Foreiffn items presented for collection unaccompanied bp 
{utmerghip certificates. — If the foreign item is an Interest coupon detached from 
bonds containing a tax-free covenant clause. Issued by a foreign country or cor- 
XKiratlon having a paying agent In the United States, an affidavit and ownership 
certificate, Form JOOO, revised, shall be furnished as provided- In article 868. 

In the case of other foreign items which are received unaccompanied by an 
ownership certificate and the owner is unknown, an affidavit shall be required 
of the payee, showing the name and address of the payee, the name and address 
of the debtor organization, the date of the dividend check or the maturity of 
the interest coupon, the name and address of the person from whom the divi- 
dend check or Interest coupon was received, and a statement that the owner 
of the securities Is unknown to the payee. The first bank receiving such for- 
eign Item shall prepare a certificate of ownership, Form lOOlA, revised, crossing 
out the word "owner" and substituting therefor the word "payee." The 
first bank shall stamp or write across the face of the certificate "-affidavit fur- 
nished," adding the name of the bank. Thereupon the affidavit and certificate 
shall be forwarded to the Commissioner as provided In article 1079. 

Section 256, Ahticle 1080 : Information as to 
actual owner, 
(See 32-20-1116; sec. 213(a), art. 31.) Income of revocable trust. 



SECTION 257.— RETURNS TO BE PUBLIC RECORDS. 

Section 257, Article 1091: Inspection of re- 14^19-439. 

turns. O. 897. 

The Commissioner of Intemitl Revenue may lawfully cause to 
be prepared from stencils in the offices of the several collectors a 
list or lists containing the names and post-oflBce addresses of indi- 
viduals making income tax returns to the several collectors and may 
cause them to be placed in the office of the comptroller of the State 
to be available for public inspection. This authority does not ex- 
tend to lists of partnership or fiduciaries. Inspection of corporate 
returns by State officers is covered by another provision of the law. 



17-19^73. 
O. 879. 
Ownership certificates, certified copies. — Ownership certificates 
are income returns within the meaning of section S167, Revised 
Statutes, as amended. As they are filed as a result of income tax 
laws for the purpose of being used in connection with income tax re- 
turns they are to be treated as such under the regulations governing 
the furnishing of copies. 

27-19-607. 

O. D. 325. 
Under the regulations governing inspection of income tax re- 
turns, if a taxpayer renders a joint return in behalf of himself and 
his wife, copies of the return may be furnished only to the person 
rendering the return or to his duly constituted attorney. 

" 31-19-654. 

O. D. 355. 
The executor of an estate may secure copies of income tax returns 
filed by the decedent upon submission to the Commissioner of a cer- 
tified copy of letters testamentary evidencing his appointment as 
executor. 

4-20-710. 
T. D. 2961. 
Regulations governing the Inspection of returns ot individuals, 
partnerships, conmratioas, associations, Joint-stocb companies, and 
Insurance companies made pursuant to the requirements of section 
2 of the Tariff Act of October 8, 1913 ; Title I of the Revenue Act 
of 1916 ; Title II of the Revenue Act of 1917 ; and Titles II and III 
and aection 1000, Title X, of the Revenue Act of 1918. Fonner 
regulations bearing on the same subject superseded. 

The return of an individual shall be open to inspection by the 
person who made the return, or by his duly constituted attorney in 
fact; by the administrator, executor, or trustee of the taxpayer's 
estate, or by the duly constituted attorney in fact of such adminis- 
trator, executor, or trustee where the maker of the return has died ; 
and in the discretion of the Commissioner of Internal Revenue by 
one of the heirs at law or next of kin of such deceased person upon 
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showing that he has m. material interest whi^ will be affected by in- 
formation contained in the return. 

A joint return of a husband and wife shall be open to inspection 
by either spouse for whom the return was made, or his or her duly 
constituted attorney, upon satisfactory evidence of such relation^ip 
being fumi^ed. 

The retuFQ of a partnership shall be open to inspection by any 
individual (or his duly ecaistituted attorney in fact, or legal repre- 
sentative) who was a, member of such partnership during any part 
of the time covered by the return upon satisfactory evidence of such 
fact being famished. 

The return of a corporation shall be open to inspecticm upon satis- 
factory evidence of identity and official position by the president, 
vice president, secretary, or treasurer of such corporation or, if none, 
its principal officer, and by a stockholder of such corporation as pro- 
\'ided in the following paragraph : 

A stockholder of record owning 1 per centum or more of the 
outstanding stock of a corporation may be permitted to inspect its 
return. Such permission will only be granted upon an application 
in writing to the Commissioner of Internal Revenue, accompanied 
bj- an affidavit showing applicant's addr^s, the name of the corpora- 
, tion, the period of time covered by the retnrn he desires to inspect, 
and a certificate from the officials of the corporation or other satis- 
factory evidence showing the amount of the corporation's outstand- 
ing capital stock, the number of shares owned by the applicant, the 
date when such stock was acquired, and satisfactory proof of iden- 
tity. This privil^fe of in^>ection is personal and will be granted 
only to the stockholder. This rule has no application to the return of 
a corporation filed pursuant to the Bevenue Act of IMS ; specific pro- 
vision, independent of presideaitial regulation, being made in that 
act for inspection by a stockholder of a return of a corporation filed 
thereunder (second proviso of see. 257). 

When the head of an executive department (other than the Treas- 
ury Department) or of any other United States Government estab- 
lishment desire to iDsi>ect or to have some c^er officer or employee 
of his branch of the service inspect a retom in connection with soixte 
matter officially before him, the inspectirai may, in the discretion of 
the Secretary of the Treasury, be permitted "upon written applica- 
tion to him by the head of such executive department or other Gov- 
ernment establishment. The application must be signed by such 
head and must show in detail why the inspection is desired, the name 
and address of the taxpayer who made the return, and the name and 
official designation of the one it is desired shall inspect the return. 
MTien the head of a bureau or office in the Treasury Department, 
not a part of the Internal Revenue Bureau, desires to inspect a return 
in connection with some matter officially before him, other than 
an income, profits tas, or corporation excise tax matter, the inspection 
may, in the discretion of the Secretary, be permitted upon written 
applicatitm to him by the head of such bureau or office, showing in 
detail why the inspection is desired. The reasons submitted for per- 
mission to inspect as provided in this paragraph shall be considered 
by the Secretary and a decision re&ch^ by him whether the t 
are sufficient to permit the inspection. 

n,g-,-ccT:C00glc 



4r-20-711. 
T. D. 2962. 



The ori^nal income retuni of an individual, partnership, corpora- 
tion, asBociiition, joint-stock company, insurance company, or fiduci- 
ary, or a copy thereof, m»y be fumi^ied by tie Commissioner of 
Internal Revenue to a United States attorney for use as evidence 
before a United States grand jury or in litigation in any court, where 
the United States is interested in the result, or for use in the prepa- 
ratitm of such liti^gation, or to any attorney connected with tne De- 
partment of Ju^ice designated by the Attorney General to handle 
such matters if and when the Attorney G^ieral states to the Com- 
missioner in writing that such attorney is so designated. When an 
income return <»" copy thereof is thus furnished, it must be limited in 
use to the purpose for which it is furnished and is under no condi- 
tion to be made public except where publicity necessarily results 
from such use. In case the oripnal return is necessary, it shall be 
placed in evidence by the Commissioner of Internal Revenue or by 
some other officer or employee of the Internal Revenue Bureau desig- 
nated bj the Commissioner for that purpose, and after it has been 
placed in evidence it ^lall be returned to the files in ihe d£ce of the 
Commissioner in Washin^on, An original return will be furnished 
only in exceptional cases, and then only when it is made to appear 
that the ends of justice may otherwise be defeated. Neither the 
ori^nal nor a copy of an inowne return desired for use in litigation 
in court where the United States Oovemment is not interested m the 
result and where such use might result in making public the informa- 
tion oontained therein will be furnished, except as otherwise provided 
in the next succeeding paragraph. 

A copy of an income return may be furnished by the Commissioner 
of Internal Revenue to the |>erson who made the return or to his 
duly constituted attorney, or if the person is deceased, to his executor 
or administrator ; or if the eaitity is in the hands of a receiver, trustee 
in bankruptcy, guardian or similar legal custodian, to the receivei', 
trustee, or <^her similar custodian upon written application for same 
accompanied by satisfactory evidence that the applicant comes within 
this provision. '"The person who made the r^urn" as herein used 
refers in the case of an individual return to the individual whose 
return is desir^, and in the case of a return of a corporation, asso- 
ciation, joint-^ock compim.y, insurance company or fiduciary to the 
corporation, associatitm, joint-stock company or fiduciary, a copy 
of whose return is desired, A corporation may also designate by 
proper action of its board of directors the officer or individual to 
whom a copy of a return made by the corporation may be furnished, 
and upon sufficient evidence of each action and of the identity of the 
officer or individual, a copy may be fumi^ed to such person, A 
copy of a partnership income return will be furnished to the part- 
ners only in case all the partners join in the request therefor, it mat- 
ters not what particular partner or officer of the partnership made 
the return. If the partnership has been dissolved the members sur- 
viving may be furnished a copy if all the members surviving join in 
tterequest. (Also arts. 10»2 to 1094.) C.OOgIC 






n. on'iwa to state omciALe access to income rettrns of 

COHPOSaTIONS, associations, joint - STOCK COMPANIES. AND 
INSURANCE COMPANIES. 

The proper officers of a State imposing an income tax are entitled 
as of right iii>on the request of its governor to have access to the 
income and profits tax returns of a corporation, association, joint- 
stock company or insurance company or to an abstract thereof show- 
ing its name and income. Proper officers in this connection are only 
those officers of the State who are charged with the enforcement of 
the State income tax law and who are to use the information gained 
by the access only in connection with such enforcement. 

The request of application of the governor must be in writing, 
signed by him under the seal of his State, and must show : 

(a) That the State imposes an income tax. 

(b) The name and address of the corporation, association, joint- 

stock company, or insurance company making the returns 
to which access is desired. 
Why access is desired. 
(/) The names and official positions of the officers designated to 

have the access. 
(«) That such designated officers are charged with the enforcement 

of the State income tax law. 
(/) That the information to be gained by the access is to be used 

only in connection with such enforcement. 
The request on application of the governor may be addressed 
either to the Secretary of the Treasury or to the CJommissioner of 
Internal Revenue, but should be transmitted to the Commissioner, 
who will set a convenient time for the access to the returns (or to an 
abstract thereof, as he may determine). 

Access shall be given only in the office of the Commissioner of 
Internal Revenue in Washington. 

The officers designated by the governor will not be permitted to 
name another person or persons to examine the returns (or abstracts) 
for them; they will be given access only to the returns of those cor- 
porations, associations, joint -stock companies, or insurance com- 
panies organized or doing business in- their State; they may have 
access to lists furnished to supplement and become a part of the 
letums to which they are given access; and they may have access 
to the capital stock tax returns filed under the provisions of section 
1000 of the Revenue Act of 1918 under the same conditions pre- 
scribed in the preceding paragraph for access to the income and 
profits tax returns of corporations, associations, joint-stock com- 
panies, and insurance companies. This right does not extend to 
the examination of capital stock tax returns filed pursuant to prior 
acts of Congress. 

III. EXA-MINATION BT A 8TOCKHOIJ3ER OP THE ANNUAL INCOME 
RETURNS OF A CORPORATION MADE PURSUANT TO TITLES II AND III 
AND SECTION 1000, TITLE X, OF THE REVENUE ACT OF 1918. 

A bona fide stockholder of record owning 1 per cent or more of 
the outstanding stock of a corporation shall be entitled as of right, 
upon making request of the Commissioner of Internal Revenue, to 
examine the annual income returns of such corporation and of its 
suteidiBries made under Titles II and III of the Revenue Act of 
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1918, and all returns of corporations filed for purposes of the tax 
imposed by section 1000, Title X, of said Act. His request for per- 
mission to examine such returns must be made in writing and must 
be in the form of an affidavit showing his address, the name of the 
corporation, the period of time covered by the return he desires to 
inspect, the amount of the corporation's outstanding capital stock, 
the number of shares owned by him, the date when he acquired them, 
and whether he has the beneficial as well as the record title to such 
shares. It must also show that he has not acquired his shares for the 

furpose of the examination of the income returns of the corporation. 
t he has acquired them for this purpose, he is not a bona fide stock- 
holder within the meaning of the statute. The application must be 
supported by satisfactory evidence showing that the applicant is a 
bona fide stockholder of record of the reijuired amount of stock of 
the corporation. The supporting evidence may be partly in the form 
of a certificate signed by the president or vice president of the 
corporation, and countersigned by the secretary under the corporate 
seal. Upon being satisfied from the evidence presented - that the 
applicant has fully met these conditions, the Commissioner will grant 
the permission to examine the returns and set a convenient time for 
the examination in the t^ce of the Commissioner. This privilege is 
personal and will be granted only to the stockholder, who can not 
delegate it to another. 

6-20-734. 
S. 1301. 
A debtor corporation may not inspect ownership certificates exe- 
cuted by owners of its bondfs or bonds of its subsidiaries after such 
certificates have been forwarded to the Commissioner of Internal 
Revenue by the debtor corporation. 

22-20-978. 
O. D. 531. 
In accordance with section 257 of the Revenue Act of 1918 lists 
containing the names and post-office addresses of individuals making 
income tax returns to collectors are posted for public inspection in 
the public corridors of collectors' offices and post-offices. Persons 
will not be allowed to enter the workrooms of collectors' offices either 
outside or during office hours for the purpose of making copies of 
such lists. 

27-20-1046. 
O. D. 576. 
An original letter with regard to his return written by a decedent 
to the coflector may not be furnished to the attorneys for the estate. 
A certified or photostatic copy may, however, be given to them pro- 
vided the executors submit a copy of the letters testamentary issued 
to tJiem by the court, together with a letter signed by them author- 
izing the attorneys to receive a copy of the letter in question. 

Section 257, Artici^e 1092: Inspection of re- 1-19-112. 

• turns by State. 0.D.T8. 

Kfitums of individuals may not be inspected by officiala^|of a 

State which imposes an income tax. v^.tio^K 
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SfiCTJON S57, Akthxe 10^; la^ectios of re- 18-19^96. 

turns by stockltolder. O. D, 273, 

A " ^*>ckiw»!d«rs' prcrtective committee,^ to wfeich <Jepoated ^»ct 
has been transferred for d*e purpose et safeguarding the interests 
of the minority stockholders, is not oonsidered a bona, fide (Aoclr- 
bolder within the meaning of section 2S7 of the Eevenae Act af IfllS. 

Sectiom 257, AanciJi 1094: Penalties for dis- 15-19-451. 

closure of retmras. T. D. 2903. 

Any eolle£*(«-, deputy otdlector, as«mt, «lerk, or other officer or 
wnpioyee of the ^reau of Internal Revenue, including internal 
revenue agents, who divulges or makes known in any nanner ^iiat- 
soev«r not provided by law the amount or source of income, profife;, 
losses, expenditures, or any particulars thereof set for^ or disclosed 
in jiny ino(raie return made by any taxpayer, or by a w^Iedtor or 
deputy <x>ll«dx>r, or by the Commissioner of Internal Sev-enne. or 
who perinits any income return or copy the*>eof , -or any book contain- 
ing any abstract ©r particulars thereof, to be seen or examined by 
any pers<m, exc^t as provided by law, or who prints or publishes 
in any manner whatever, not provided by law, any inccraie return or 
any part thereof, or source of income, profits, losses, or expenditures 
appearing in any income return, is guilty of a misd^neanor and sub- 
ject to a fine not exceeding $1,000 or to imprisonment not exceeding 
one year, or both, at the discretion of the court, and if he be an officer 
or employee of the United States to be dismissed from office or dis- 
charged from employment. 

SECTION 260.— CITIZENS OF UNITED STATES 
POSSESSIONS. 

Sbction 360, Article 1121: Status of citizens 28-19-619. 

of United States posses-sions. O. D. 333. 

Citizens of the Virgin Idaods who are not otherwise citizens of the 
United States and who are not re^dents of the United States are 
taxed only on income from sources within the United States. Citi- 
zens of the Virgin Islands who are residents of the United States are 
taxed on the same basis as other citizens of the United States, 

(See 23-20-987; sec. 217, art. 312(a).) Eesident of Porto Rico 
employed abroad vessel plying between United States and Porto 
Rico. 



SECTION 261.— PORTO RIOO AND PHILIPPINE 
ISLANDS. 

Section 261, Ahthxe 1133: .Taxation of cer- 1-20-663. 

porati(»is between United States and Pi»to O- 976. 

Rico and Philippine Islands. 

IKCOUE TAX-— ACT OF SEPTEMBEB 8, 181«, AS AMENDED BY ACT 
OF OCTOBER 3, 1917. 

A foreign corporation transacting buMness and haTing an -ofioe in 
both continental United States and Porto Bko is not st^ed to 



income tax in coBtineDtal United States upon 
Porto Bico. 



Tin^ IIL— WAE PROFITS AND EXCESS 
PROFITS TAX. 

Part II. — iMPosrrioif of Tax. 

SECTION 301.— IMPOSITION OF TAX. 

Section 301, Abtjcle 711: Imposition of tax. 12-20-794. 

A. R. R. 43. 

SCUKO UNDER REVENUE ACT OF 1B17. 

A partnership which was dissolved in Ju^i 1917, appealed from , 
the action of the Unit in taxing it under the KevMiue Act of 1917, on 
the ground that the dissolution antedated the passage of the act. 

This position is untenable in view of the decision of the United 
States Supreme Court in Brady v. Anderson. The fact tJiat the part- 
nersliip was dissolved in July, 1917, did not absolve it from excess- 
profits tax on profits made during the calendar year 1917 prior to its 
dissolution. (Also sec. 218, art. 331.) 

16-20-870. 
A. B. E. 05. 

iffiVENUE ACT" OF 1817. 

Profits realized from the sale of fraotionaJ interests in various 
vessels by aa individual having no control of the management of ' 
such vessels are not subjeot to exoess-yp^ts tax unle^ it can be 
shown that the owner of the frarf,i(maf i^«Teets gave enough time 
and attentiffli to the buying and- selling thereof as to constitute a 
trade or business. 

■ 16-20-871. 

A.B.M.41. 



A, an expert oil man, devotes his time and money to the purchase 
and sale of oil and gas leases and to the promotion of corporations 
developing oil and gas leases. In 1917 ne disposed of his entire 
holdings of the capital stock of the M Company and of the N Com- 
pany, corporations in whkh he owned all the stock except the neces- 
sary qualifying shares and was an active officer. The question pre- 
sented is whether A was engaged in business or trade in 1917 for the 
purpose of determining his liability for excess profits tax on the 
profits realized from the sale of his interests in the two companies. 

The committee is of the opinion that A was engaged in the business 
of dealing directly or indirectly in the purchase and sale of oil, gas, 
and mining leases, and his ownerdiip of the stock was incidental to 
his business and along the lines of his ^loeral activity. The profits 
' derived from the sale of the stock of the M Company and the N Cfxai- 
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pany in 1917 are therefore properly to be classed as profits from a 
trade or business and subject to escess profits tax. 

The sale of rights acquired through the ownership of stock in any 
corporation in which he was not a managing officer or employee is 
e<Hisidered an isolated transaction and any profit derived therefrom 
would not be subject to excess profits tax. 



REVENUE ACT Or 191T. 

A physician owned a farm and a part interest in certain oil leases. 
He spent practically his entire time in 1917 in practicing his pro- 
fession. The farm was rented out on a cash rental basis; and the 
management of the interest in the oil leases was in the hands of an- 
other individual, the physician merely receiving his share of the n^ 
proceeds. Both the farm and the interest in the oil leases were sold at 
a profit in 1917. Held that the physician was not engaged in the 
business of farming in 1917, neither did he devote sufficient time and 
attention to the purchase, promotion, or sale of oil properties during 
1917 to constitute a trade or business within the_ meaning of the 
Revenue Act of 1917. The profits derived from the sale of the farm 
and the interest in the oil leases were therefore not subject to excess 
profits tax. 

The terms " trade " and " business " as used in the Kevenue Act 
of 1917 include professions and occupations. The term " business " 
has been defined as that which occupies and engages the time, atten- 
tion, and labor of any one for the purpose of livelihood, profit, or 
improvement; that which is his personal concern or interest; em- 
ployment; regular occupation; but it is not necessary that it should 
be his sole occupation. Under this definition of business it appears 
that regular service performed constitutes an occupation or business. 
Whether or not the income from this service is subject to excess 
profits tax is dependent upon the time and attention devoted to the 
occupation or business, 

31-20-1108. 
A. R. R. 211. 

REVENUE ACT OP 1917. 

M & Company, a partnership, has been in process of liquidation 
for a number of years, gradually disposing of certain unsold securi- 
ties without incurring the loss whicn might have resulted from a 
forced sale. In 1917, the firm claims that it was not engaged in a 
trade or business; that the income received consisted ol dividends 
and interest on the unsold and undivided securities on hand. There 
was realized however, on four transactions in foreign sugars the sum 
of X dollars, which it is claimed did not require the use of capital by 
the partnership. The profits so realized were distributed in the same 
proportions as other profits accruing to the firm. 

Held, that the partnership although in liquidation at the time, was 
for the year in question actively engaged in ousiness and it is accord- 
ingly; subject to excess profits tax at the graduated rates under the 
provisions of sections 201 and 207 of the Revenue Act, of A^J?j.. . 



34-20-1155. 
A. R. R. 247. 

RETENCD ACT OF 1917. 

An amount received by a college president for additional pro- 
fessional and literary work, or, in other words, for a kind of woit 
similar to that which regularly occupies his attention, the amount 
so received indicating that sufficient time and attention must have 
been devot«d to this additional professional and literary work as to 
constitute it a part of his vocation, is subject to excess profits tax. 



Section 301, Articij: 714: Computation of tax 1-19-113. 

on income from Government contracts. T. B. M. 4. 

In the case of a fiscal year corporation the computation of tax 
imder section 301(c)l should be based on the entire net income for 
the fiscal year, even though no part of the income from Government 
contracts was derived after January 1, 1919. 



(See 24-19-557; sec. 1, art. 1510.) Income from amended Govern- 
ment contract. 

28-19-620. 

A. R. M. 5. 

If a corporation has a net income from a Government contract and 

sustains a net loss from other operations, in the submission of a fiscal 

year return for a period ending in 1919 the Ipss may be deducted from 

the income from the Government contract. 

3-20-695. 
O. D. 378. 
The excess-profits credit and the war-profits credit, as provided in 
section 301 (c)l, Revenue Act of 1918, and article 714 of Regula- 
tions 45, are computed on the basis of the invested capital for the 
taxable year, not on the invested capital for 1918. 



(See 12-20-791; sec. 1, art. 1510.) Contract entered into prior to 
April 6j 1917, and provisions of section 3744, Revised Statutes, com- 
plied with subsequent to that date. 



(See 12-20-799; sec. 240, art. 637.) Taxability of income derived 
from Government contracts by affiliated corporations. 

22-20-979. 

O. D. 532. 

In 1919 a corporation derived a profit in excess of $10,000 from 

Government contracts, but sustained a net loss on other operations. 

Held, that it may deduct the amount of such loss in ascertaining its 

11417°— 20 17 *> 
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n^ income subject to tax. If the amount of the excess profits credit 
exceeds the company's total net income from all sources for 1919 no 
tax 1*111 be imposed upcHi the portion of its net income for that 
year which was derived from Government contracts. 

Since the company's net income included an item of net profit 
from Government contracts in excess of $10,000, it will be required 
to supply fully all of the data called for by the supporting schedules 
of Form 1120-S. 



Section 301, Abticue 715: Allocation of net 26-19-597. 

income to particular source. A. R. M. 1. 

If exact determination of income arising from Government con- 
tracts distinctively from other income is impossible, an approxi- 
mation based on the proportion which sales to the Government bears 
to other sales should be used only in case approximations based on the 
respective cost and selling price are inappticable. The approxima- 
tion should be based upon the allocation of costs and allocation of 
selling price, in the most accurate manner possible from available 
records. 

Amortization is not to be charged exclusively against income f r<Hn 
Government contracts, and selling and administrative expenses not 
applicable to tbe Government contracts should not be so charged, 
(Also sec. 214(a)9, art. 181 ; sec. 234, art. 561.) 



(See 5-20-721; sec. 1, art. 1510.) Allocation of expenditures, and 
of goods on hand at close of year in connection with Government 
contracts. 

Section 301, AanctE 719: Illustration of com- 20-19-517. 

.putation where net income derived from O. D, 281. 

Government ctHitract. 

Method of computing the war profits and excess profits taxes in 
the ease of a corporation which has income during a fiscal year 
ended in 1919 in excess of $10,000 from Government contracts made 
between April 6, 1917, and November 11, 1918: 

(a) The tax for the full fiscal year shall first be computed at the 
1918 rates as if the fiscal year were the calendar year 1918. The 
same proportion of the tax so computed, which the income derived 
from Government contracts is of the total income from all sources, 
represents the tax due on the income from Government contracts. 

(b) To compute the tax at the 1918 rates on the net income derived 
from sources other than Government contracts, the tax attributable 
to Government contracts is first deducted from the total tax com- 
puted at the 1918 rates, and the difference is reduced to the propor- 
tionate part thereof that the number of months of the fiscil year fall- 
ing within 1918 is of the full fiscal year. 

((?) The tax must liien be computed on the entire income from all 
sources for the full fiscal year at the 1919 rates. The same propor- 
tionate part of this tax is taken as the net income from sources other 
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thftn GoTemment contracts ia of the total net income. This amount 
is then reduced to the same proportionate part thereof that the num- 
ber of months of the fiscal year falling within 1919 is of the full fiscal 

The sum of the resolts obtained in following the procedure oat- 
lined in the three preceding paragraphs will be the total tax. 

For example; Assume a corporation having a total net income of 
$120,000 for the full fiscal year ended March 31, 1819, $48,000 of 
which was derived from GoTemment contracts. Assume, further, 
that the total war profits and excess profits tax computed at the 1918 
rates is $60,000, and the tcrtal war profits and excess profits at the 
1919 rates is $30,000. 

The tax attributable to Government contracts would be two-fifths 
of $60,000, or $24,000. I^educting this amount from $60,000 leaves 
$36,000. The tax on the remaining net income at 1918 rates wouid 
be three-fourths of $36,000, or $2T,000. 

Applying the 1919 rates to the income not altribatable to Govern- 
ment contracts would result in a tax of three-fifths of $30,000, or 
$18,000; but since only three months of the return perio<I feHs within 
1919, the tax would be one-fourth of $18,000, or $4,500. The total 
war profits and excess profits tax would, therefore, be the sum of 
$24,000, $27,000, and $4,500, or $55,500. 

The computation necessary to arrive at this result should be shown 
in a supplementary staton^kt attached to the return. These com- 
putations will not apply to the income tax, which will be computed 
on the entire net income, as pEovided in section SO&(b) of the Act. 
In the illustration given the amount of war profits and excess profits 
tax to be credited against net uucnne, in computing the income tax 
at both the 12 per cent and 10 per cent rates, would be $55,500, as 
computed above. 

SECTION 302.— LIMITATION OF TAX. 

Section 302, Article 731 : Short form of com- , 1-19-U5. 

potation of limitation. O. D. 80. 

The tax limitation prescribed in section 309, Revemue Act of 1918, 
is applied to the consolidated net income and may not be constmed 
to apply separately to the net income of each onit included in the 
return. (Also sec. 240, art. 637.) 



SECTION 303.— TAX WHEN PARTLY PEESONAL- 
SEEVICE BUSINESS. . 

Miction 303, Abticli! 741 : Apportionment of 1-19-114. 

invested capital and net Income. O. D. 79. 

Section 303 of the law will apply in the case of partial per- 
sonal-service corporations until the point B reached where the noa- 
personal-sefvice element becomes n^igible, under which conditicms 
aaeh corporations would malffi refemms as perscaial-serviee eorpt^a- 
ticns, as set oat in section 218 of the law. 

agti7cdT:C00glc 



12-1&-410. 
T. B. M. 60, 

"Wbere a corporation doing a commissioii and brokerage busi- 
nees satisfies the requirements of a personal-service corporation, 
except that it in part employs capital, surplus, and borrowed funds 
to make large advances to customers and receives more interest than 
it pays as a result of such transactions, it should be assessed under 
section 303. The income from commissions and brokerage should 
be considered as arising from personal service, and the remainder 
of the income as derived from the use of capital. 



Section 308, Article 742: Computation of S-20-769. 

tax upon net income. S. 1317. 

RDUNG UNDEB RE^'ENUB ACT OF 1817. 

A merchant who sells coal at wholesale on a conuniseion basis and 
also sells coal at retail from his own yard is engaged in only one 
business for the purpose of computing the escess-profits tax. 



Pabt IIL^Credits. 

SECTION 311.— WAE PEOFITS CREDIT. 

Section 311, Abticlb 781 : War-profits credit. 5-19-264, 

T. B. R. 16. 

Method of ascertaining a corporation's average net income and 
average invested capital for the prewar period where corporation 
closes its books on the basis of a fiscal year which differs from the 
calendar year. It is recommended that the computation be made 
as follows : 

The starting point for each year is the beginning of the fiscal year 
ending in 1911, 1912, and 1913, respectively, and the invested capital 
should be ascertained as at those dates. To these sums should be 
added any contributions of capital between the beginning of each 
such fiscal year and January 1, 1911, 1912, and 1913, respectively, 
and- corresponding deductions should be made ixt respect of any 
dividends and any refunds of capital during those respective periods. 
To these balances should be added a pro rata share of the earnings of 
the respective fiscal years, and the totals thus arrived at will be 
deemed to be the invested capital of the taxpayer at January 1, 1911, 
1912, and 1913, respectively. Taxpayers should file with their re- 
turns copies of their balance sheets at the beginning of each fiscal 
year and a schedule for each year showing the adjustments made in 
computing the invested capital as at the mginniog of each calendar 
year during the prewar period. 

Where a taxpayer has such accounting records as will enable him 
to prepare an accurate balance sheet showing the true surplus and 
undivided profits at the beginning of each one of the prewar calendar 
years and an accurate income account for such years, he t^aj^ pieke 
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the computation upon this basis and explain the method used in such 
detail as vill enable the Commissioner of Internal Revenue to 
determine whether such basis is proper. 

Where a taxpayer has not been m business during the whole of 
the prewar period the above methods will be applicable to such full 
calendar years during the whole of which years the taxpayer was in 
business. 

8-19-319. 

O. D. 184. 

Corporations are not allowed at this latfi dat« to adjust salaries 

paid during the prewar period, when such adjustment is made solely 

for the purpose of increasing the war profits credit for the taxaJate 

year. (Also sec. 214, art. 106 ; sec. 326, art. 841.) 

32-20-1124. 

BEVENUB ACT OF 1917. A. It. R. 221. 

The M Company, a manufacturing corporation, which was organ- 
ized in 1915, took over the water rignts and other property of the N 
Company, which became bankrupt and ceased operations early in 
1914. The product of the new corporation is manufactured at the 
same place and is sold under the same trade name as that of the old 
corporation. It is contended however that the M Company did not 
succeed to the business carried on by the N Company, since the 
latter was bankrupt and had ceased operation for over a year, and 
that the action of the Unit in fixing the percentage of its deduction 
for excess profits tax purposes at 7 per cent on the basis of the prewar 
data of the X Company, instead of- 8 per cent as claimed, was in error. 
The Committee is of opinion that the business now carried on 
by the M Company is substantially a continuation of the trade or 
business carried on by the N Company, and that the percentage of 7 
-per cent as fixed by the Unit is correct. 

Section 311, Article 783: War-profits credit 10-20-783. 

where no prewar period. A. R. R. 36. 

The median for computing the war-profits credit under the provi- 
sions of section 311(c) of the Revenue Act of 1918 is final ifs deter- 
mined by the Commissioner of Internal Revenue. Relief can not be 
granted under section 328 of the act merely for the reason that the 
M)plication of the median does not give the relief to which taxpayers 
think they are entitled. (Also sec. 32T, art. 901.) 



Paet rV. — Net Income. 
SECTION 320.— NET INCOME. 

Section 320, Article 801 ; Net income. 8-19-335. 

T. B. M. 42. 

Value appreciation of property taken up on the books of the 

taxpayer and returned as part of his taxable income for the year in 



which the appreci^ion was written up must be excluded in comput- 
ing prewar income, even though an income tax has been paid on it. 



(See 21-l»-520; bbc. 201, art. 1541.) Excess-profits tax under 1917 
law on dividends from foreign corporation. 

34-20-1156. 
A. E. R. 2i5. 

BEVENDE ACT OF 1817. 

Charitable contributicHis made by a partnership during the year 
1917 are not deductible from the income of the partnership in 
determining excess profits tax unless directly ocHmected with the 
trade or business. (Also sec. 214(a) 11, art. 251 ; sec. 218, art. 321.) 



Past V. — Invested Capital^ 

SECTION 325.--TERMS RELATING TO INVESTED 
CAPITAL. 

Section 325, AancLE 811: Intangible and 33-20-1140. 

tangible property. O. D. 635. 

A corporation acquired a contract and leasehfdd, paying therefor 
with an issue of stock in the sum of 500x dollars. There was no 
definite division or assignm^it of the amount paid between the 
contract and leasehold. At the time of acquiring these rights the 
amount paid was charged off against surplus; it is now sought to 
restore this sum to surplus and a ruling is desired whether the con- 
tract and leasehold are to be treated as tangible or intangible 
property. 

Held, that an unperformed contract to furnish manufactured « 
products represents no rights in tangible property which would en- 
title it to be regarded as deriving its value chiefly therefrom. On 
the contrary, the value of the contract is of an intangible nature, 
contingent upon the performance of its terms and the realization 
of the anticipated profit. The intangible rights under such a con- 
tract wotUd, therefore, be subject to Uie limitation contained in sec- 
tion 207 of the Revenue Act of 1917, and section 326 of the Revenue 
Act of 1918, in the case of intangible property purchased with cor- 
porate stock. Chi the (4her hand a leasehold is tangible property, 
and may be included in invested capital, under either the 1917 or 
1918 Act, at its actual cash value when paid in for stock, such, value 
in no case to exceed the par value of the stock paid therefor, subject 
to qualifications not relevant in this case. 

34^-20-1157. 
A. R. R. 260. 

EBVENUE ACT OF 1917, 

An amount paid by a corporation to take up notes previously made 
and delivered oy its principal stockholders as part of the purchase 



price of stock owned by retiring stockholders is not a. payment made 
m cash or tangible property for good will or other intangible prop- 
erty and is not admissible as invested capital, notwithstanding the 
fact that the retiring stockh<dders had agreed in the contract of sale 
to refrain from entering into the business conducted by the corpora- 
tion for a specified number of years. 



Section 325, Akticle 812: Borrowed capital; 27-19-609. 

securities. S. 1200. 

Preferred stock, if in the records of the corporation it is de- 
clared to be part of its capital stock, though convertible into first- 
mortgage bonds of even date therewith, is inferior, on a distribution 
of assets to pay debts, to the rights of general creditors, and is to be 
treated as invested capital so long as it is not converted. 



21-20-962. 
A. K. R. 116. 

BBVBHUB ACT OF 1017. 

Interest-bearing debenture bonds, which were issued by a corpora- 
tion in payment for assets transferred to it and which were secured 
by a lien on the corporate assets subordinate to the claims of general 
creditors, are not considered to be equivalent to preferred stock of 
the corporation and may not be included in the computation of its in- 
vested capital for the year 1917. 

In computing its net income for 1917 a corporation will, however, 
be entitled to deduct the interest paid on these bonds within the 
^»tutory limitations with respect to inters paid in 1917. 



33-20-1142. 
A. R. R. 237. 
Whether or not amounts received by a corporation upon the sale 
of so-called debenture stock constitute invested capital or borrowed 
capital depends upon the rights and powers enjoyed by the holders 
of such stock and the obligations with respect thereto undertaken 
by the corporation. Where so-called debenture stock is issued by a 
corporation for cash or property under a power given by the charter 
to borrow money, and the certincates of such stock contain an agree- 
ment on the part of the corporation to repay the face amount thereof 
upon dissolution, and to pay interest thereon from time to time at a 
certain rate per cent per annum ; and where it appears that the claim 
of such debenture stockholders will, upon dissolution of the corpora- 
tion, be subordinate to the claims of general creditors, but superior 
to the claims of the ordinary stockholders; and where it further 
appears that the holders of such certificates exercise no voice in 
the control or management of the corporation, the amounts received 
for the sale of such stock constitute borrowed capital, and the interest 
paid thereon, from time to time, by the corporation is properly de- 
ductible as a business expense. (Also sec. 234, art. 564.) i 
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Section 325, Article 813: Borrowed capital: 28-19-652. 

amounts left in business. T. B. M. 62. 

A corporation was organized in 1910 with a capital of 10;i! dol- 
lai's, substantially all of which was subscribed for by A, and he 
furnished all the capital. During ldl5 A paid into the company 7x 
dollars, no action being taken oj the corporation to indicate the 
nature of this payment, escept that it was entered as a contribution 
to capital and was never treated as an account payable. No stock 
was issued and no interest was charged. In 1917 this money was re- 
paid to A, there being no evidence as to the nature of the payment 
nor how it was treated by the corporation. 

Held, that this payment of 7x dollars to the corporation was in 
the nature of a voluntary assessment by the one who was practically 
the sole stockholder of the corporation; that the repayment of this 
sum to A must be deemed to be out of undivided profits or earned sur- 
plus so far as possible; that such repayment can not be treated as a 
return of capital unless the undivided profits and earned surplus 
accumulated since 1913 are first distributed as dividends; that the 
corporation be permitted to include in its invested capital for the 
taxable year 1917 the sum of 7x dollars as surplus paid in by the 
stockholders, proper adjustment being made for any distributions of 
dividends in excess of available net earnings. (Also sec. 201, art. 
1542.) 

18-20-904. 
A. R. E. 78. 

SBVENDB ACT OF ISIT. 

Whether a given amount paid into or left in the business of a 
partnership constitutes borrowed capital or paid in surplus is largely 
a question of fact. Indebtedness to the partners actually canceled 
and left in the business would ordinarily constitute paid in surplus. 
The general principle is that if interest is paid, or is to be paid on any 
such amount, or if the partners' ©r shareholders' right to repayment 
of such amount ranks with or before that of general creditors, the 
amount so left in the partnership should be considered borrowed 
capital and be so treated in computing invested capital. Any amount 
of money, therefore, that is borrowed by one partner and contributed 
to the partnership, even though such partner may have a right to 
withdraw such amount at his discretion, and especially where the 
partnership does not pay interest on such amount and has not given 
its note for the repayment of such amoimt, the money so paid in 
would not rank prior to or with that of the general creditors and in 
the judgment of the Committee it should be included in the com- 
putation of invested capital. 

The Committee is of the opinion that the fraraers of the law con- 
templated that contributions of any amount from joint partners to 
the partnership would form part of the aggregate capital of the 
partnership and would not fall within the category " money or other 
property borrowed." A distribution should, however, be made 
where the partnerehip having bills of lading in its name, takes such 
bills of lading to banks with a note attached, and borrows money 
which the partnership is primarily liable to pay and the partners are 



secondarily liable to pay in the event of failure of the partnership. 
This, in the judgment of the Committee, would constitute borrowed 
capital used in the business of a partnership. 

Section 209, Revenue Act of 1917, is not applicable when 45 per 
cent of the income of a taxpayer is from commissions, the balance 
from trading as a principal, and borrowed capital is used in the 
business, (also sec. 200, art. 1624.) 



18-20-905. 
A.K.M.44. 

A corporation assessed its stockholders ratably in order to secure 
additional working capital. The amount so paid in was set up on iJae 
books as reserve capital. No additional shares of stock and no notes 
or other evidences of indebtedness were issued for this money ; there 
was no obligation to repay same other than that attaching to the 
original capital. The company, however, in its b^oks apparently 
treated the sum advanced as a loan, and in computing its net income 
deducted interest on the amount. 

It is the opinion of the Conmiittee that in determining whether the 
amount in question should be included in invested capital or treated 
as borrowed money, the minute books of the corporation showing the 
resolutions making a pro rata assessment reflect more clearly the 
true nature of the transaction than do mere bookkeeping entries 
regarding it made at a later date. The resolutions authorizing the 
assessment made no provision for issuing notes or other evidences of 
indebtedness to the stockholders for the amounts paid in nor for 
payments of interest thereon. Although the sums so paid on account 
of these assessments were carried on the books as interest, the facte 
indicate that such payments were in the nature of dividends. In 
neither law nor equity would the stockholders be preferred over 
general creditors as to the amount of these assessments and the 
interest thereon. 

Held, that the corporation may include in its invested capital for 
1917 the amount assessed against its stockholders and paid in by 
them. 

21-20-963. 
A. R. R. 102. 

EBVENtJB ACT OF 1917. 

The M Company is a close corporation. The earnings and profits 
which were allowed to accumulate from year to year were finally 
divided and placed to the credit of the three principal stockholders, 
but substantially all the amount has been left in the business. It is 
contended that the sums in question constitute an addition to invested 
capital and should be so treated in the audit of the corporation's re- 
turn for 1917. 

The Committee holds that the sums so accumulated and allowed to 
remain in the business are borrowed capital and not surplus and 
undivided profits; and that the action of the Unit in refusing to 
consider them as an addition to invested capital is correct and should 
be sustained. 

n,g -ccT'CoOgIc 



Section 325, Article 815 : Inadmissible assets. 1-19-116. 

0. 781. 
Interest on an amount of bmids of the War Finance Corporation, 
the principal of whic^ does not exceed in the aggregate $5,000, is 
exempt from Federal income and excess profits taxes. Corporate 
funds invested in such bonds are inadmissible assets to the extent 
that they are invested in bonds of a face value of not more than 
$5,000, but funds of a corporation or an association inveEtted in such 
bonds are admissible assete so far as they are invested in such bonds 
beyond a principal or face value of $5,000. (Also sec. 213(b), 
art 77.) 

1-19-118. 

O. D. 81. 

Federal reserve bank stock held by member banks is held to be 

an inadmissible ass^ in detenaioing invested capital for excess 

profilfi tax puz^o&ee. 



(See 22-19-538 ; sec. 326, art 838.) Stock of foreign corporatioos 
deriving no income from source within the United ^Hates. 

24-19-576. 
O. D. 305. 
Inaanuch as dividends received by a domestic corporation from 
a foreign corporation deriving income from sources within the 
United States are allowable deductions in ascertaining the n^ income 
of the domestic corporation subject to tax, there could not be included 
in the inve^«d capital of the domestic corporation receiving the divi- 
dends the amount of capital invested in the stock of the foreign cor- 
poration, or any part of the value thereof, except as outlined in article 
817. (See 5-19-252; sec. 216, art. 301.) 



Section 825, Akticle 818 : Admissible assets. 

(See 1-19-40; sec. 213(b), art. 80.) Amount to be included in 
admissible assets when Liberty bont^ are subscribed for ' but not 

fully paid. 

1-19-132. 
O. D. 93. 
Conversion of certificates of indebtedness purchased by a cor- 
poration in 1918 into Victory loan notes of same value would not 
affect invested capital for purposes of waj* profits tax. 

Sectiok 325(b). 

(See 11-19-390 ; sec. 326, art. 831.) C<Mnputation of invested capi- 
tal when no-par-value stock issued for pur^ase of assets of a going 
concern, alleged to be worth more than the figures at which the 
properties in question were entered on the books of theipurcfa^ser. 
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SECTION 326.— INVESTED CAPITAL. 

Section 326, Article 831 : Meaning of invested 9-19-350. 

capital. O. D. 202. 

The amount of taxes withheld at the source to be later paid 
over to the Government is not an asset of the withholding agent 
and must be eliminated entirely from the computation of invested 
capital. > 

10-19-365. 
0.872. 
Where two corporations are engaged in different branches of 
tlie same business and the certificate of incorporation of one is 
amended so as to change its name and increase its capital stock, which 
new stock is issued in exchange for the stock of the original com- 
panies and this exchange is made prior to March 3, 1917, to deter- 
mine the invested capital of the new organization, there should be 
added to the invest«d capital, as defined by section 207(a), Revenue 
Act of 1917, of the company whose certificate has been amended, the 
fair market value of the assets of the other company, this latter 
valuation to be made as of the date of the exchange of stock and 
not of a later formal transfer of the tangible assets (Revenue Act 
of 191T, sees. 201, 207, and 208). (Also sec. 331, art. 941.) 

11-19-389. 
T. B. M. 49. 

A new corporation which raises a certain' sum from the sale of 
its capital stock as a condition precedent to taking over from the 
creditors of a defunct corporation the old corporation's assets and 
assuming its liabilities can not be allowed as invested capital the 
amount which the old corporation could have claimed. It is limited 
to the amount received from the sale of its capital stock. The value 
of the property received on condition of tlie assumption of the 
unpaid liabilities of the old corporation is borrowed capital. (Also 
sec. 331, art. 941.) 

11-19-390. 
T. B. R. 38. 
Where a company incorporated under the laws of one State takes 
over the assets and business qf a corporation of another State at its 
book value, which included divers parcels of improved real estate, 
paying for same with an issue of stock of no nominal or par value, 
the properties so acquired may be included in invested capital in an 
amount not exceeding the actual cash value at the time so acquired. 
(Also sea 32.5(b).) 

11-19-391. 

T. B. R. 40. 

Reasonable commissions or other forms of compensation lawfully 

paid by a corporation for sale of its capital stxtck not to be deducted 

m computing invested capital. (Also sec. 233, art. 542; sec. 235, 

art. 581.) ,-, , 

n,gti7cdT:C00t^lC 



(Se« 13-19-425; sec. 233, art. 541.) Interest on a company's own 
funds used temporarily for construction purposes charged to capital 
account 

13-19-431. ' 

O. D. 248. 

Shares of stock distributed by a corporation to its employees in 

payment of services rendered, where' the amount is not excessive, may 

be included in invested capital to the extent of the actual cash value 

of the services rendered. 

24-19-577. 
O. D. 306. 
Where bonds are exchanged for stock in the same corporation un- 
der the terms of a convertible trust deed, it will be presumed, for 
the purpose of computing invested capital, that the value of the 
bonds is ec^uivalent to the value of the stock. The addition to in- 
vested capital would accordingly be the amount for which the bonds 
were originally sold. 

24-19-578. 
O. D. 307. 
A contract may be treated as tangible property when it relates to 
rights in tangible property to such an extent that its value arises 
chiefly therefrom, but it may not be treated as invested capital unless 
it is bona fide paid in for stock or shares in the corporation, in ac- 
cordance with section 32'6(a) of the Kevenue Act of 1918. 



1-20-664. 
A. R. B. 10. 

In the case of stock sold by a corporation to its employees under 
agreement either for cash, part cash and part deferred payments, or 
aK deferred payments, subject to various conditions as to interest 
on deferred payments, cancellation of agreements, and dividends on 
the stock, only the amount of the subscription payments actually 
received by the company may be recognized as invested capital from 
the date of such receipt. If stock is subscribed for by an officer of 
the company and charged to his personal account, only so much of 
the stock as canceled a credit balance in his personal account or was 
actually paid for by him will be recognized as invested capital. 

3-20-696. 
A. R. R. 17. 

RULING UKOEH HEVENOE ACT OP 1917. 

Held in the case of a partnershipj that stocks owned by the indi- 
vidual partners can not be recognized as invested capital of the 
partnership even though purchased from profits distributed by the 
partnership and purchased for the purpose of advancing the interests 
of the partnership. ,-- , 

n,gi,7cd3yG00glc 



14^20-888. 
A. B. R. 48. 



BUUNO CNDER RE^'ENTJE ACT OF 1B17. 



Amounts added to invested capital in accordance with' article 44 
of Regulations 41 must be based on the amount of interest for 
the taxable year which is not allowed as a deduction, and not on 
amounts disaJlowed representing accrued interest for prior years. 

17-20-881. 
A. R. M. 43. 

National banks at times declare dividends which instead of being 
paid to stockholders are carried with the consent of the stockholders 
to a stockholders' liability account in the name of a trustee and the 
amount invested in deals not countenanced by the Comptroller of the 
Currency, Such stockholders' trustee account, however, is a liability 
to the individual stockholders, and the assets in which the reserve is 
invested are the property of the trustee for the stockholders. .There- 
fore, from a technical viewpoint, no part thereof should be included 
in the invested capital of the bank even though it includes the income 
from the reserve in its gross income. 

Since shares in the bank and in this reserve are on the same pro rata 
basis, and the stockholders are in fact an association, a consolidated 
return could be required of the bank and the association, the practical 
effect of which would be to include'the amount of the reserve in the 
consolidated invested capital and the income from the reserve in the 
consolidated income. The committee therefore recommends that the 
returns as made, including the stockholders' reserve accounts in the 
capital of the banks, and the income therefrom in the income of the 
banks, be allowed to stand. (Note: This memorandum overrules 
ruling 16-19-466 published on p. 283 of the Cumulative Bulletin, 
December, 1919.) (Also sec. 240, art. 633.) 

28-20-1063. 
A. E. R. 167. 
Stock issued to an ofiScer of a corporation which was not issued 
in accordance with the conditions or a subscription agreement, but 
was an unconditional subscription charged to his account, bearing 
interest and subsequently converted into a note, should be included in 
invested capital. 

The conclusion in A, R. R, 10, Bulletin 1-20, in so far as stock 
issued under subscription agreements is concerned should stand. 

31-20-1109. 
O. D. 618. 
A domestic corporation has a branch office in London which keeps 
a separate set of books in English currency and renders a report 
at the end of the vear as to the profits, making remittances to the 
home office from time to time as they accumulate in excess of the 
amouDt requiced for regular expenses, CiOOqIc 
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In «*d«r to obtftm the correct invested capital as at the beginning 
of the tftxable year 1919, it is necessary to consolidate the balance 
sheet of the branch office with that of the home office. It is assumed 
that the net prt^s earned by the London branch during the year 
1918 represent surplus; therefore in determining the amount of 
earned snrplns attributable to the London branch, the amounts re- 
mitted fay it to the home office ^ould be taken into earned sarpiua 
at their rslue in American cnrrency at the time when such remit- 
tances were made, and the balance of the net profits expressed in 
English currency should be converted into United States money at 
the rate of exchange as of the end of the taxable year, regardless 
of the fact that the profits may not have been remitted to the home 
office. (See ruling 25-20-1009; sec. 212, art. 22.) (Also sec. 212, 
art 22.) 

(See 31-20-UU; sec. ^7, art. 901.) Authority of Secretary of 
Treasury to fix tax and determine invested capital under section 210 
of the £evenue Act of 1917. 



Section 326, Akeicle 833 : Tangible property 22-20-980. 

paid in : evidences of indebtedness. ' S. 1381. 

WAR PBOFIT8 I 

Notes to be paid for only out x>f earnings accruing on i^ock iot 
which they are o:^«nsibly given ^Kiuld not be inclu<fed in inve^^d 
capital. 

Section 326, Abticle 834: Tangible property 21-20-964. 

paid in: inadmissible assets. A. II. R. ill. 

BEIVEKTJE ACT OF IBIT, 

Where admissible assets are in excess of the adjusted capital and 
surplus, no further deduction is required because of inadmissible 
assets; in other words, only the excess of inadmissible assets over 
total indebtedness is to be deducted from capital and sorplos so 
found. 

Therefore, in the computation of the invested capital of a corponi- 
ticHi under section 201, t2te deduction of an amount represutting 
capital stock of other corporations owned by it, which is Lei^ than the 
outstanding indebtedness of the company, is not required. 



Section 326, Akticle 835: Tangible property 1-19-120. 

paid in : mixture of tangible and intangible T. B. M. 5. 

property. 

Where since the organization of a corporatieai its capital stock has 
been increased or reduced and such change represents an »H^al ac- 
qui^tion of new property for stock or an actual tmpairmeirf of origi- 
nal properties, the 20 per cent limitaticm imposed by section 307, 



Revenue Act of 1917, will be based upon the par value of the total 
stock outstanding on March 3, 1917. (Also applicable to partner- 
ships.) 

16-19-467. 
T. B. R. 49. 

Article 59 of RegnUtions 41 is a reasonable interpretation of the 
act of October 3, 1917, and where a corporation has acquired tangible 
and intan^ble property in exchange for its bonds ana stocks it will 
be deemed, in tne absence of clear evidence to the contrary, that the 
intangibles were acquired by the stock. 

In computing consolidated invested capital^ where one corporation 
has acquired the stock of one or more subsidiary companies, such 
traJisaction should be treated in effect as though the assets of the re- 
spective companies had been acquired. 



Section 326, Aincui 836: Tangible property 1-19-128. 

paid in : value in excess of par value of O. D. 89. 

stock. 
. The value as at January 1, 1914, of tan^ble property paid in for 
stock or shares is do factor in c<Mnputing invested capital under the 
Revenue Act of 1918. 

1-19-129. 
O. D. 90. 
Paid-in surplus representing tangible property need not be i-ednced 
by reason of depieciation of the property m question. All adjust- 
ments necessary on account of inadequate or excessive depreciation 
should be made in connection with earned surplus or undivided 
profits, 

8-19-334. 
T. B. R. 32. 
Where bondholders purchase at foreclosure sale the property cov- 
ered by the mortgage securing the bonds and form a new corporation 
to which the property is transferred in exchange for ite entire 
capital stock, the corporation should be allowed to set up an invented 
capital equal to the value of the property transferred to the corpora- 
tion as of the date of transfer, such value to be eatablished by evi- 
dence acceptable to the Coimnissioner. (Also sec. 202, art. 1565.) 

13-19-432. 
O. D. 249. 
Where a corporation exchanges its stock for the assets of a 
partnership, which are greatly in excess of the par value of the stock, 
and there is no written obligation to the partners as to the payment 
of the excess, the taxpayer is entitled to submit evidence in support 
of a claim for paid-in surplus; however, if the corporation is obli- 
gated to the partners for any portion of the exce^, a claim can not be 

^^^^- o..„„:,Coogle 



14-19-440. 
T. B. M. 57. 
While the fact that a compauj may have defective accounting 
records, and can not accurately compute its invested capital, may 
undei* certain circumstances justify an assessment under section 210 
of the 1917 Revenue Act, or section 328 of the 1918 Revenue Act, it 
does not permit valuation of assets as at a time subsequent to the date 
on which they were paid in for stock for computing invested capital. 
The assets of a corporation can not be valued as of March 1, 1913, for 
the purpose of computing invested capital 



21-20-965. 
S.1387. 



Where certain commercial leases to oil lands are informally trans- 
ferred to a corporation formed by the lessees for the purpose of tak- ■ 
ing over such leases, np consideration being paid for such transfer, 
it will be deemed that the transfer was made at the time of taking 
possession, and the addition to invested capital of the corporation 
upon such transfer is the fair market price or value of the leases at 
the time possesion is so taken by the corporation. (Also arts. 831 
and 837.) 

28-20-1064. 
A. E. R. 161. 

BHVBNUE ACT OF 1917. 

The Committee is of the opinion that the real meaning of article 
63, Regulations 41, is that the appraisal of property conveyed to a 
corporation in exchange for its stock must have oeen oiade as of the 
date of transfer, but not necessarily on the exact date of conveyance. 
As the evidence produced in this case shows that there was no appre- 
ciable increase in the value of real estate in the locality between 
January 1, 1911, the date of transfer, and the subsequent appraisals 
of the property about a year later, the claim of the corporation for 
an addition to its invested capital as paid in surplus is allowed. 



Section 326j Article 837: Surplus and undi- 12-20-801.- 

vided profits; paid-in surplus. ■ O. D.417. 

So much of a replacement fund for steamers lost established in 
accordance with article 50, Regulations 45, as represents excess of 
the amount of insurance received over the book value of the steamers 
at the time of their destruction may not be included in invested 
capital for the purpose -of war and excess-profits taxes, even though 
the interest received from the investment of such excess is reported 
as taxable income, because such excess is not " paid-in or earned sur- 
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plus " within the meaning of section 326 of the Kevenue Act of 1918. 
(Also sec. 218(a), art 50.) 

17-20-882. 
A. R. R. 70. 

REn'ENUB ACT OF 1917. 

The principal stockholder of a close corporation invented an 
article and turned over to the corporation his rights to the invai- 
tion. After some litigation a patent was grant^ to the inventor 
who turned it over to the corporation without consideration. The 
coloration has been engaged in the manufacture and sale of the 
article both before and since the patent was issued. 

The Committee is of the opinion that under the 1917 Act the 
corporation would be entitled, upon establishing the value of the 
patent, to include such value as invested capital. However, since 
the inventor turned over to the company his rights to the invention 
long prior to the issuance of letters patent thereon, the amount which 
could be recognized as paid in surplus would be the value of the 
invention at the time it was turned over and before commercial de- 
velopment rather than its value when letters patent were issued. 

The Committee believes that the value of the invention at that time 
can not be satisfactorily determined, and that no value could be 
proved in excess of the value which would be given the invention in 
practical effect by the application of section 210; that is to say, the 
difference between the statutory capital and the constructed capital 
under that section. 

Recommended that section 210 of the 1917 Act be applied for 1917 
and sections 327 and 328 of the 1918 Act for 1918 and subsequent 
years. (Also sec. 327, art. 901.) 

19-20-925. 
A. R. R. 86. 

RBVBNDH ACT OF 1817. 

A corporation may not for excess profits tax purposes include in 
paid-in surplus the appreciated value of a leasehold which was 
acquired by the corporation as original lessee without cost and which 
was not paid in at a fixed value for stock or shares. 

Section- 326, Article 838 : Surplus and undi- 1-19-121. 

vided profits; earned surplus. O. D. 82. 

Good will created to offset impaired capital has no effect on in- 
vested capital. Subsequent earnings must be used first to restore 
impaired capital; excess may be added to original investment as 
invested capital. 

1-19-130. 

O. D. 91. 

Any portion of surplus or undivided profits representing unearned ■ 

interMit or discount which has not been reported as taxable income 

must be excluded in' the computation of mvested capital for war 

profits and excess profits purposes. 

11417°— 20 18 ,-, , 
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1-19-131. 
O. D. 92. 

If a taxpayer reports profits on installment sales on the basis 
of the proportionate part of each installment received representing 
profit, his surplus account as at the beginning of the taxable year 
must be reduced in computing investea capital to the extent that 
the surplus account includes profit on such sales which has not been 
reported as taxable income. 



T. B. K. 67. 

Where a domestic corporation exchanges patent ri^ts and cash 
for stock in a foreign corporation which derives no income from 
sources within the United States, the shares of stock so received are 
admissible assets in determining the invested capital of the domestic 
corporation and are to be valued at cost or the amount of cash ad- 
vanced plus the value of the patent right at the time of the exchange, 
which value can not be taken as exceeding the value of the shares of 
stock issued therefor. (Also sec. 325, art. 815.) 

~ 18-20-906. 

A. E. R. 71. 

The Committee is of the opinion that appreciation is in no event 
a part of earned surplus and therefore can not offset depreciation in 
the value of assets through wear, tear, and exhaustion. Deprecia- 
tion must first be figured m order to determine true earned surplus. 
In other words, earned Surplus is believed to consist of realized gaii^ 
or profits, and while such realized gains or profits must be reduced by 
any depreciation in value through use or exhaustion of the assets in 
which they are invested, any appreciation in value of those assets 
which is not vet realized can not be taken into consideration for the 
purpose of offsetting such decrease. 

A corporation owns patents covering certain invMitions made by 
its employees. The cost of securing the patents and the salaries of 
the employees whose inventions were patented were paid by the 
corporation and charged to expense account. The corporati(m may 
not include in its invested capital any amount representing either the 
cost of the patents or appreciation in their value. (Also art. 843.) 

29-eO-1081. 
A. E. M. 71. 

The M Company, without formally declaring dividends, has cred- 
ited each stocHiolder with the amount of yearly earnings attributa- 
ble to his stock. No interest has been or is to be paid upon the 
amount of these credits. It also appears that under the State law 
the stockholders do not rank with general creditors with respect to 
such credits. 

In the opinion of the Committee the case is clearly distinguishable 
from the one covered by A. R. E. 102 (21-20-963) , and the amounts 
so credited should be regarded as being a part of the earned surplns 
of the corporation properly to be included in invested capital. 
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Section 826, Abticle 840: Surplus and un< 2-19-151. 

divided pr<^ts : additions to surplus account. T. B. B. 6. 

Where a distilling corporation pursuant to a resolution of the 
board of directors charged against surplus in 1912 and 1913 amounts 
aggregating x dollars on the ground of alleged obsolescence of a part 
of its equipment and the entire equipment was continued in use the 
same as previously, no reduction of output being made and no por- 
tion of the property having been retired or scrapped, in fact no 
change being made beyond the arbitr&ir reduction of the surplus 
and invested capital by charging off tne x dollars on the books 
of the corporation, it having been shown that these charges were 
made only for the consideration of the corporation and that they 
did not enter into the corporation's income tax returns, the amoimts 
so charged off may be restored to invested coital, less proper allow- 
ance for ordinary depreciation. 

15^19^52. 
T. B. M. 56. 
Amortization allowances deducted in ascertaining net profits, for 
the purpose of the Munitions Manufacturer's Tax Act (Title III 
of the Eevenue Act of 1916) do not effect the computation of the " in- 
vested capital," under the Revenue Act of 1918 of the corporations 
- which took such deductions. (Also sec. 214(a), 9, art. 181.) 



19-20-926. 
A. E. E. 100. 

BBVEKUB ACTS OP ISIS AND 1917. 

A company which received from the Government material in the 
form of copper, and returned it in the form of copper bands for 
use in the production of munitions, is subject to the munition manu- 
facturers' tax under the Act of September 8, 1916. 

So much of the increased value of a plant as represents additions 
and betterments made by A prior to the sale thereof to the M Com- 
pany, wherein he received in exchange shares of stock in that con- 
cern, may be regarded as invested capital; but in the absence of 
proof as to the additions and betterments made the difference be- 
tween the purchase and selling prices constitutes an intangible asset 
or good wdl subject to the 20 per cent limitation under the 1917 Act 
(Also art. 861.) 



Section 326, Akticle 841 : Surplus and undi- 3-19-206. 

vided profits : limitation of additions to T. B. M. 19. 

surplus account. 

A corporation acquiring wifli stock the assets of a previously 
existing corporation, among which assets are included trade-marks, 
good will, etc., can not claim as an addition to invested capital 
amounts expended by the predecessor corporation for the general 
development of such intangibles and charged by it 



as current expense. 
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(See 8-19-319; sec. 311, art. 781.) Adfnstment of salaries paid 
during prewar period. ' 

2-20-679. 
A.Il.M.12. 
It is tile judgment oi the Committee in case of claims by proprie- 
tary medicine companies for recognition as invested capital of a por- 
tion of the amounts spent in prior years for advertising and dev^op- 
iug trade-marks and trade Brands, that it is impossible to allocate 
any definite percentage of such expenditures as between capital in- 
Tflstment and seUing cost. Cases in which large sums have been 
went in advertising, thus creating a good will or earning capacity 
rar in excess of recognizable invested capital, may reasonably be 
regarded as cases in which there are abnormal conditions affecting 
invested capital and therefore within the scope of section 327 of the 
Kevenue Act of 1918. (Also sec. 327, art. 901.) 



Sbopion 326, Abtiou: 843: Surplus and undi- 3-1^208. 

vided profits; patents. T. B. M. 19. 

For the purpose of computing the excess profits tax for 1917 
the capital stock paid for patents is not subject to the 20 per cent 
limitation applicable to good will and certain other forma of in- 



Section 326, Abticle 844: Surplus and undi- 7-19-308. 

vided profits : reserve for depreciation or T, B. M. 41. 

depletion. 

A claim for inclusion in invested capital for the year 1917 of an 
amount representing appreciation in the value of property which ap- 
preciation bad been taken up on the books in 1914 and returned as 
taxable income for that year should be denied for the reason that 
such tax was erroneously assessed and collected. The taxpayer is 
entitled to a claim for refund. 



SacTioN 326, Abtzolb 845 : Surplus and undi- 11-19-392. 

vided profits : reserve for income and excess O. D. 222. 

profits taxes. 

The rule expressed in article 845, Eegulations 46, that taxes are 
deemed to be paid out of earnings for the year for which levied, 
applies to any year of the prewar period as well as to the taxable 
year. Tn such cases the amount or amounts payable in a succeeding 
year on account of such taxes may be included in the computation 
of invested capital until due and payable. 

12-19-411. 

T. B. M. 51. 

Additional assessments of income and excess profits taxes for prior 

years which are less than S per cent of the original assessment or less 
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than $5,000 are to be con8ida>ed as paid from current earnings, but ii 
large and important they are to be considered a liability of tiie tax- 
able year in question, and necessary adjustments of the surplus 
account must be made. In such cases, the phrase " due and payable" 
in article 845, Regulations 46, means the due date for taxes of the 
taxable year and not the date fixed for the payment of the additional 



(See 20-19-506: sec. 214(a)8, art 167.) Reduction of invested 
capital taken as of the date when tax became due and payable. 



11-20-788. 
O. D. 410. 
Where a corporation has filed a claim for determination of war- 
profits and exc^s-profits tax for 1918, under section 328, and has 
made payments on the basis of 50 per cent of the net income, the 
claim not having been act^d upon when its 1919 return is due, the 
invested capital for 1919 should be adjusted on the basis of the tax 
payments actually made, subject, however, to readjustment when 
the correct amount of tax for 1918 is determined. 



SEonoN 326, Article 845 (a) : Surplus and un- 28-19-553. 

divided profits: reserve for 1918 income and T. D. 2931. 

excess profits taxes of corporations having a 

fiscal year. 

Regulations 45 are amended by inserting immedately after article 
846 a paragraph to be known as article 845(a), as follows: 

AST. 845(a). Surplus and undivided profitu: reserve for 1918 Income and ex- 
eeaa proftU taxet of oorporaiions havinff a fttcal year. — Id the case of corpora- 
tions having a flfwal year, the Federal income and profits taxes for the taxable 
year 1918 shall, for the purpose of computing invested capital for the taxable 
year 1919, be deemed to become due and payable es follows: (a) As to such 
amonnts as became due and payable prior to February 25, 1919, under the pro- 
visions of section 14(a), Revenue Act of 1916, such law shall govern; <6) In 
all other respects the provisions of section 250 of the Revenue Act of 1918 shall 
govern except that the installments which would become due prior to February 
26, 1919, shall be de«ned to become due and payable on that date; (c) any 
amonnts which became due and payable under said section 14(a) prior to Feb- 
mary 25 shall, so far as possible, be deemed to cancel the earlier Installments 
payable under said section 250. For example, a corporation whose fiscal year 
ended Augnst 81, 1918, Is assessed a total income and profits tax under the 
1917 law of »250,000 and an additional tax under the 1918 law of ?110.000. 
The total tax of $380,000 would for the purpose of computing invested capital be 
deemed to become due and payable as follows: February 15, 1919, $250,000; 
May 15. 1919, $20,000 ; August 15, 1919, $90,000. If, assuming the same taxes, 
the fiscal year ended September 30, 1918, the total tax wonld for the purpose 
of computing Invested capital be deemed to become due end payable as follows: 
February 25, 1919, $90,000; March 15, 1919, $90,000; June 15, 1919, $90,000; 
September 15, 1919, $90,000. The provisions of this article apply solely for the 
purpose of computing invest^ capital and do not affect the provisions of T. D. 
2797 in regard to the time and manner of paying taxes where corporations hare 
filed returns for fiscal years ending in 1918. 
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Section 826, Asncu 846: Surplus and nn- ^19-209. 

divided profits : insurance on officers. O. D. 132. 

Only the cadi surrender value of policies of insurance attribu- 
table to premiums paid in prior years which have not been deducted 
as an expense can be included in surplus. 



7_19_809. 
O. D. 179. 
The cas^ surrender value of a life insurance policy which, tinder 
article 846 of Regulations 45, constitutes surplus as at the beginning 
of the taxable year for invested capital purposes retains its char- 
acter as surplus, even though the policy constituting the admissible 
asset upon the basis of which the surplus was determined is ter- 
minated and paid. 

21-20-966. 
O. D. 524. 

In case a corporation beneficiary has deducted from gross income 
only a portion of the premiums paid in prior years on insurance 
policies on the lives of its officers or employees, it may include in 
its invested capital for the taxable year tne same proportion of the 
cash surrender value of the policies on January 1, 1917, that the 
premiums paid and not deducted from gross income bear to the 
total premiums paid to that date. The computation of this propor- 
tion relat«B only to premiums applicable to the years prior to Janu- 
ary 1, 1917, and can not be made with respect to any premiums paid 
suDsequently for the reason that under the Revenue Acts of 1917 
and 1918 premiums paid by a beneficiary corporation on the lives 
of its officers and employees are not allowable deductions from gross 
income. 

If all premiums paid prior to 1917 have been deducted from gross 
income, only the increase in the cash surrender value of the policies 
from January 1, 1917, to the beginning of the taxable year may be 
included in invested capital. 



SBcriON 326, Article 851 : Intangible prop- 23-19-554. 

erty paid in. T. B. M. 81. 

The fact that a corporation issues stock as. a bonus to iis three 

grincipal officers to secure their services and participation in the 
usinesB is not ipso facto sufficient evidence of the existence of good 
will for which values can be recognized in connection with the com- 
putation of invested capital. 

Such three principal officers were the principal stockholders and 
were active salesmen and the only salesmen employed directlj by the 
corporation. Each was allotted certain exclusive territory in which 
he might employ subagents ; all sales made by or through these three 
principal salesmen constituted the basis on which their commissions 
or bonuses were calculated. There were certain other sales made di- 
rectly by the house which were not subject to any bonus or commis- 
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sion deduction." The business of the corporation appeared to be de- 
pendent almost solely upon the peraonal efforts of these three prin- 
cipal officere and stockholders. The rates of commission and the 
salaries for their services were properly voted. 

In this case it was deemed that conuuission and salair aggregating 
50 per cent of the gross margin on the business developed by each 
was not unreasonab^. (Also sec. 214(a)l, art. 105.) 



80-19-644. 
O. D. 348. 
Invested capital on account of intangibles bona fide paid in for 
stock or shares is limited to 25 per cent of stock with par value plus 
25 per cent of the amount fixed in articles authorizing no par value 
stock as the capital with which the corporation may do business. If 
the laws of any State authorize issuance of true no par value stock 
with no amount of fixed capital such no par value stock may be taken 
into consideration in measuring the value of intangibles, at the fair 
market value as of the dat« or dates of issue of such stock or shares. 



1-20-665. 
A. R. R. 9. 
A and B, who own most of the stock of a company, invented cer- 
tain machinery for which patents were issued to them. The com- 
pany paid the cost of the patents and used them as though it owned 
them, without compensation to the inventors. In 1916 the patents 
were put upon the books of the company at a certain value and a 
stock dividend declared. Even assuming that the patents were not 
formally assigned to the company until 1916, the Committee is clearly 
of the opinion that the patents were not specifically paid for by the 
issuance of stock, nor by any payment of cash. It is concluded, 
therefore, that the value at which the patents were placed upon the 
books of the company may not be included in its invested capital 
for war-profits and excess-profits tax purposes. 

9-20-7T6. 
A. R. R. 29. 

Secret formulas should be classed as " intangible property " under 
the Revenue Act of 1917 and are subject to the 20 per cent limitation 
imposed by section 207 of that act on the amount to be included in 
invested capital representing intangibles paid in for stock or shares. 
Additions to invested capital representing revaluation of intangibles 
are not allowable. 

Section 326, Article 852: Percentage of in- 1-19-125. 

admissible assets. O. D. 86. 

Since the income derived from Porto Rico bonds is not subject to 
tax, the bonds are inadmissible assets, and can not therefore be in- 
cluded in invested capital. 
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Section 326, Ahticlb 856 : Invested capital for 

full year or less. 

(See 15-19-449; see, 233, art. 541.) Invested capital of telephone 
companies for taxable year when operated under Government control. 

Section 326, Abticlb 857: Method of deter- 1-19-124. 

mining available net income. O. D. 85. 

The entire amount of Federal income, war profits, and excess- 
profits taxes accrued for the taxable year remains a part of invested 
capital for the succeeding year (since it is not deductible from gross 
income in returns) until the taxes become due in the succeeding year. 
Accrual of taxes for the taxable year does not affect invested capital 
for the taxable year, except to ttie extent that the accrual of such 
taxes will cause dividend payments to draw on surplus as at the 
beginning of the year. 

18-19-491. 
T.B.B. 54. 

A fairly accurate informal approzimatioD of monthly earnings, 
made for the use of the officers of a corporation which did not 
close its books each month, is insufficient to overthrow the general 
presumption in favor of the average or prorating method of ascer- 
taining whetJier at the time of any payment made dur.mg the taxable 
year tnere is sufficient incnne of the taxable year available for such 
payment. 

31-20-1110. 
O. D. 619. 

In the last sentence of article 857, Regulations 45, it is recognized 
that in some cases the computation of the amount of net income 
available for distribution as dividends will be indeterminate. This 
will be true in any case in which the amount distributed as a divi- 
dend exceeds the earnings of the taxable year to the date of the 
dividend payment plus the accrued Federal mcome and profits taxes 
on such earnings. 

The computation under such conditions is shown in the following 
illustration : 

Capital stock, Jan. 1, 1919 $400,000.00 

Surplna, Jan. 1, 1919 lOCOOO.CO 

Invested capital, Jan. 1, 1919 ,. BOO, 000. 00 

Total earnings for 1919 120,000.00 

Dividend paid Apr. 1, 1919 40.000.00 

Proportionate part of eamlogs to Apr. 1, 1919 30,000.00 

Income and profits taxes accrned to Apr. 1, 1919, as computed 

below 7,316.00 

8 per cent of invested capital 40, 000. 00 

Bpeclflc exemption 3, 000. 00 

Bicess profits credit 4S,000.00 

Proportionate part of credit to Apr. 1, 1919 10, 750, 00 

20 per cent of Invested capital , 100,000.00 

Proportionate part of $100,000 to Apr. 1, 1919 -. 2&,000.0a 

Tax under bracket 1, 20 per cent of $25,000— $10*750 ($14,250) 2,850.00 

Tax nnder bracket 2, 40 per cent of $3,000 2, OOO. 00 
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Proportloaate part of spedflc exemption— 



24,6S0.00 
2,406.00 



Accrued profits tax 4, SKT. OO 

Total accmed Income and profits tax 



Amotint net income available (or dividends 22, 685. 00 

Amonnt of dividend 40,000.00 

Amotmt of Income available — 22, 685. 00 



Amount chai^eable against surplus 17,315.00 

The adjustment on account of this amount ($17^15.00) averaged 
from April 1, 1919, to the end of the year must be made in Schedule 
H of Fonn 1120. 



Section 326, Article 858 : Effect of ordinary 26-19-598. 

dividend. Q. 942. 

The exchange of 15 shares of common stock for one of preferred 
atock whereby the capital stock is reduced is a capital transaction 
and does not result in net income or earned surplus. Whether such 
a transaction gives rise to a paid-in surplus not decided. 

An amount taken from capital or paid-in surplus to meet dividend 
requirements is deemed a liquidation of capital to that extent and 
neceissitates a reduction in the invested capital. The sum so received 
by a stockholder is to bo regarded as a return of capital so far as it 
does not exceed the cost of the stock to him, or if acquired prior to 
March 1, 1913, its fair .market value on that date, any excess being 
payable as a gain or profit. In case of subsequent payments from 
capital or liquidation payments upon dissolution, all prior distribu- 
tions from capital should be considered in determining whether there 
has been a gam over the cost of the stock or its fair market value as 
of March 1, 1913. 

20-20-943. 
A. R. M. 51. 

BBVENDB ACT OF 1917. 

- A corporation which in 1917, prior to August 6, paid a dividend 
out of earnings accumulated prior to March 1, 1913, and so advised 
its stockholders, will not be heard to say that the dividend was 
actually paid out of earnings for the current year. The dividend 
payment must be deemed to have been paid from profits realized 
prior to March 1, 1913, and, therefore, the invested capital of the 
company must be reduced by that amount. 

Appreciation in values to March 1, 1913, realized during the tax- 
able year, is an earning of the taxable year and can not therefore be 
included m the invested capital of the taxable year. (AIsq art. 868.) 

. ..C.oogic 



Section 326, Artiole 869: Effect of stock 

dividend. 

(See 1-1&-7; sec. 201, art. 1545.) Effect of stock dividends on 
invested capital. 

34r-20-1158. 
T. D. 3051. 

RBVBNDB ACT OP 1917— DBCI SIGN OP CODET OF CL.AIM8. 

An increase in value of corporation assets, not realized by sale, 
which was first declared to be surplus and afterwards treated as the 
basis of a stock dividend, did not thereby become earned surplus or 
individual profits or invested capital within the meaning of the 
Revenue Act of 1917. TTie stock dividend added nothing to and 
took nothing from the corporation's invested capital. 



Section 326, Abticle 862 : Purchase of stock. 

(See 18-20-891; sec 201, art. 1548.) Effect of retirement of capi- 
tal stock on invested capital. 



Section 326, Ahticle 867 : Affiliated corpora- 20-19-518. 

tions: stock of subsidiary acquired for cash. T. D. 2901. 

Paragraph F of T. D. 2662, which reads as follows: 

Assets of affiliated or subsidiary wrpo rations which have to be adjusted to 
meet the statutory limitations prescribed by aectton 207 shall be valued as of 
conditions existing at the dates when such assets were acquired by the respec- 
tive affiliated or subsidiary corporations and not as ot the date when the stock 
In such affiliated or subsidiary corporations was acquired by the parent or 
conttolUng corporation — 

is hereby amended to read as follows : 

When all, or substantially all, ot the stock of a subsidiary corporation was 
acquired for cash, the cash so paid shall be the basis to be used In determining 
the value of the property acquired. Where stock of a subsidiary company waa 
acquired with the stock of the parent company, the amount to be Included in 
the consolidated invested capital In resi^ect of the company acquired shall be 
computed in the same manner as if the net tangible assets and the intangible 
assets bad been acquired Instead ot the stock. II in accordance with such 
acquisition a paid-in satplns is claimed, such claim shall be subject to the pro- 
visions of articles 55 aad 63 of R^uiatlons 41. 



SECTION 327.— SPECIAL CASES. 

Section 327, Article 901: Treatment of 1-19-119. 

special cases. T. B. M. 7. 

The same principle stated in the Revenue Act of 1918, that assess- 
ment will not be made as a special case under section 328, when 
the tax is high " merely because the corporation earned within the 
taxable year a high rate of profit upon a normal invested capital," 
is applicable to the Revenue Act of 1917 in cases in which applica- 
tion IS made for assessment under section 210 of that act. 



14^19-441. 
T. B. M. 58. 

The mere fact that a corporation with a small invested capital 
bas a large taxable income on account of excessive profits made dur- 
ing the war period will not permit it to be assessed under section 210 
of the 1917 Kevenue Act nor section 327 of the 1918 Revenue Act, 
unless it can be clearly shown that there existe a serious dispropor- 
tion or abnormalitj with respect to its invested capital and taxable 
income and is witliin the class of exceptional cases ^jumerated in 
the Itegulations. 

15-19-453. 
T. B. M. 58. 

A taxpayer who has liquidated all or part of his business in a 
particular year is not entitled to assessment under section 210, Beve- 
nue Act of 1917, unless such liquidation results in throwing into a 
single year profits so abnormally high as to result in a tax which, 
compared with the taxes imposed upon representative business con- 
cerns in the same line of business, is seriously disproportionate and 
productive of exceptional hardship. 

15-19-454. 
T.B.M.60. 

The limitation of the tax under the Revenue Act of 1918 on profits 
derived from the sale of a discovered mine can not be applied to the 
assessment of 1917 taxes, nor can such limitation or any modification 
thereof be used as a basis for an assessment under section 210 of the 
Revenue Act of 1917. A case in which income as compared with 
invested capital has been abnormally increased by the sale of all 
capital assets, may be considered under section 210, Revenue Act 
of 1917. 



(See 19-19-492; sec. 200, art 1525.) Assessment of a business the 
volume of which is derived practically from the individual efforts of 
the stockholders. 



(See 2-20-679; sec. 326, art. 841.) Application of section 327, 
Revenue Act of 1918, in cases where good will has been built up by 
the expenditure of large sums in advertising. 

5-20-722. 
A. R. R. 19. 

RUUNQ UimEM REVENTJE AUP OF 1911. 

A partnership engaged in the produce commission business, which 
enjoyed a " substantial credit " in addition to capital invested by the 
partners and derived approximately half of its income from buying 
produce outright and selling same for its own account, was properly 
assessed under section 210 of the Revenue Act of 1917, and was not 
entitled to consideration under section 209 of that Act. { Q,An|,> 
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(See 10-20-783; sec. 311, art. 783.) Consideration of section 327 
in connection with cases where the median (sec. 311(c)) is used in 
computing the war-profits credit. 



(See 17-20-882; sec 326, art. 837.) Application of section 210, 
Revenue Act of 1917, and sections 327 and 328, Revenue Act of 1918, 
in cases where the principal asset of a corporation is an invention of 
unknown value. 

19-20-927. 
L. 0. 1000-A. 
The provisions of section 327(d) of the Revenue Act of 1918 are 
applicable to cases of hardship caused by abnormal conditions affect- 
ing the capital or income of the corporation for the prewar period 
or for the taxable year. 

20-20-944. 
A. R. R. 104. 

BBVBNUB ACT OF 1917. 

In 1911 a manufacturing corporation began the installation and 
development of a new branch of its business. This development 
extended over several years and required withdrawal from the regu- 
lar business of a large share of the corporation's available capital, 
thus curtailing its earnings and reducing its profits for the years in 
question. The company's profits were reduced during all the time 
designated as the prewar period. 

The Committee is of the opinion that the application of section 203 
of the Act of 1917 would work an injustice, because due to the de- 
velopment indicated, the prewar period of this corporation was 
abnormal and not a true measure of the company's average business. 
Also, that the comparatives based upon similar lines of business are 
not truly representative since the corporation in cjuestion unlike 
them bought and sold the raw material entering into its product and 
manufactured the finished product. For these reasons it is recom- 
mended that the taxpayer is entitled to further relief than that 
heretofore granted it oy the Unit and that its deduction under sec- 
tions 203 and 205 of the Act of 1917 should be computed by using 
a higher percentage of its invested capital. 

20-20-945. 
A. R. R. 110. 

BBVBNTJB ACT OF IBIT. 

A corporation appeals from the action of the Income Tax Unit in 
disallowmg an addition to invested capital on account of patents, 
good will, and other assets, tangible and intangible, which were 
turned over to the corporation by A, its president, at the time of 
organization. It is stated that it would have been impossible for this 
company to have succeeded on its small capitalization had it not been 
for the property thus contributed ; that the property was turned in at 
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a value largely in excess of the par value of the stock issued to A; 
that the corporation ifi penalized through not having issued capital 
stock to the full valuation of tangibles and intangibly paid in. 

The Committee is of opinion that the corporation has capital which 
is earning income but which can not be used in the computation of its 
invested capital for 1817 under the provisions of section 207. In 
view of this fact, and pursuant to article 52 of Regulations 41 which 
provides for the relief of corporations placed at a disadvantage by 
reason of ultra conservative accounting or the form or manner of 
their organization, the Committee recommends that this corporation 
be taxed under section 210 of the Bevenne Act of 1917. 



20-20-946. 
T. D. 3017. 

In order to remove misapprehensions which have arisen as to the 
meaning of articles 14, 15, and 16, Regulations 41, these articles are 
hereby amended, in conformitj; with the construction uniformly 
placed thereon by the Commissioner of Internal Revenue, to read 
as follows: 

Abi. 14. ClaiHficatUin of trader or l>waine»»eg. — For the purpose of the ex- 
cess profits tax trades or buslnesaes which are subject to the tax shall be 
divided into two classes, as follows; 

A. Trades or businesses having no invested capital or not more than a 
nominal capital, including, In the caie of individuals, occupations in wbldi they 
receive salaries, wages, fees, or other compensations ; and 

6. Trades or businesses having more than a nominal capital. 

In the case of a cvrporation or partnerthip, all the trades and bnslnessea 
In which it is wigaged shall be treated as a single trade or bnsineBs (as pro- 
vided In seC- 201), and all Ita Income from wliatever source derived shall be 
deemed tp be received from such trade or business, and if In such trade or 
business, considered as a unit, such corporation or partnership employs more 
than u nominal capital (whether Invested, borrowed, or of any other character) 
It will not be entitled to be assessed und^" the provisions of section 209. 

Inasmuch as all the trades or buslnessee In which a corporation or partner^ 
ship is engaged are treated as one, a corporation or a partnership shall be 
allowed either the deduction provided for In section 203 or the deduction pro- 
vided for In section 209 (depending on the character of its trade or business), 
but not both. 

In the case of on individual each trade or business in which he la engaged, 
the net Income from which la subject to the excess profits tax, shall be classi- 
fied as provided in this article. Each trade or bu^ness in Class A shall be 
taxed as provided In article IS, and each trade or bttsiness In class B shall be 
taxed as provided in article 16. If an Individual Is engaged in two or more 
trades or businesses in one of which lie employs more than a nominal capital 
(whether Invested, borrowed, or of any other character) he will be assessed 
under the provisions of section 209 only as to those trades or businesses In 
which he employs no Invested capital or not more than a nominal capital ; and 
as to all others, he will be assessed under section 201. 

If an individual has more than one business with invested capital, they will 
eO be r^»rded as one, and (under the provisions of section 208) only one 
deduction will be allowed; If It has more than one baslness with not more 
than a nominal capital, they will be regarded as one, and (under the provisions 
of section 209) only one deduction will be allowed. If it has both kinds of busi- 
nesses he will be regarded as Iiavlng two businesses and there will be two de- 
ductions—but not more than two. (See articles 85 and 36, Regulations 41.) 

Abt. 15. Rate of tax on trade* or htitinestet to cUua A. — -The tax upon trades 
or businesses In class A as defined In article 14 shall be computed at the rate 
of 8 per cent upon the net Income thereof In ezcess of $8,000 In the case of a 
Aamettic corporation; upon the net income thereof In excess of $6,000 In the 
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case of a iomettic partneraAip or of a citUen or reiUletU of the tfoited States; 
and upon the net Income thereof without deduction la the case o( a foreign cor- 
poration or partnership or of a nonreiident aN«n individual. 

Aar. 16. Bate of tax on tradet or hnainesgei in claai B. — The tax upon tradeti 
or businesses In class B, as defined in article 14, shall, ezc^t as otherwise pro- 
vided In article 17, be computed at the following rates : 

20 per cent of the amount of the net Income in excess of the deduction {de- 
termined as provided In articles 21, 23, and 24) and not in excess of 15 per cent 
of the invested capital for the taxable year; 

25 per cent of the amount of the net income in excess of 15 per cent and not 
In excess of 20 per cent of such capital ; 

35 per cent of the amount of the net Income Ln excess of 20 per cent and not 
in excess of 25 per cent of such capital ; 

45 per c^t of the amount of the net Income In excess of 25 per cent and not 
In excess of 33 per cent of such capital ; 

60 per cent of the amount of the net income In excess of 3S per cent of sncb 
capital. 

The illustration given in paragr&ph 28 of Kegulations 41 remains 
without change. 

31-20-1111. 
A.R. R.209. 

BHVHNDH ACT OF IBIT. 

Under a strict and literal interpretation of the language of section 
210 of the Revenue Act of 1917, tiie Secretary of the Treasury is ulii- 
questionably authorized to determine that the invested capital of 
corporations subject to the excess profits tax law can not be satis- 
factorily determined and that assessment should be determined as 
provided in that section. 

However, it is manifestly the purpose and intent of the excess 
profits tax law that the taxpayer shall have a deduction upon all 
statutory invested capital which he can establish, and if in any case 
the taxpayer is able to show to the satisfaction of the Unit that he 
has statutory invested capital which can be recognized in excess of 
constructive capital founa upon application of section 210, the tax- 
payer should not be deprived of his right to have assessment based 
upon such statutory capital as he can show because there are other 
items of invested capital which can not be determined and which the 
taxpayer concedes tne right of the Unit to ignore. (Also sec. 326, 
art. 881.) 

SECTION 328.— COMPUTATION OF TAX IN SPECIAL 

CASES. 

Section 328, Abticlb 911 : Computation of tax 

in special cases. 

(See 5-20-723; sec. 337, art. 971.) Application of the provisions 
of this section in case of a corporation which is also entitled to the 
benefit of tie provisions of section 337. 



{See 11-20-788; sec. 326^ art. 845.) Adjustment of invested capital 
for taxable year when claim for assessment of tax for previous year 
under section 328 remains unsettled. 
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Seotton 328, AaricuE 912: Determination of 1-19-186. 

first installment of tax in special cases. O. D. 94. 

Computation of tax on the basis of 50 per cent of the net income 
under section 328, Revenue Act of 1918, relates only to war excess- 
profits tax. It is not permissible to file bond in lieu of cash pay- 
ments of tax determined on 50 per cent basis pending final deter- 
mination of tax due. 

6-19-285. 
T. B. M. 30. 
Constructive invested capital d^teraiined under section 210, Reve- 
niie Act of 1917, in case of a return for a fiscal year ended in 1918, 
may not be used in determining the total tax liability on the basis 
of the supplemental return for the same fiscal year in accordance 
with the Revenue Act of 1918. (Also sec. 335, art. 952.) 



Section 328, Artict^ 913: Determination of &-20-7a5. 

first installment of tax in the case of foreign O. D. 402. 

corporation. 

The installments of the tax for 1919 of a foreign corporation shall 
be determined upon the basis of aji excess-profits tax computed by 
using its invested capital for the taxable year 1917 properly adjusted 
by reason of subsequent changes. Because of the provisions of sec- 
tion 302 this tax can in no case be more than 20 per cent of the 
amount of the net income in excess of $3,000 and not in excess of 
$20,000, plus 40 per cent of the amount of net income in excess of 
$20,000. Final determination of the tax trill be made according to 
the provisions of sections 327 and 328. 



SnonoN 328, Article 914 : Payment of tax in 26-19-599. 

special cases. O. D. 321. 

The provisions of section 327(d) of the Revenue Act of 1918 
will not debar a corporation, deriving income from Government cMi- 
tracts on the " per unit " basis, from filing a claim for assessment 
under the provisions of section 328. If the claim is filed prior to 
the due date of the fourth installment of tax and the three install- 
ments already paid are equal to the sum of the normal tax plus a war- 
profits and excess-profits tax equal to 60 per cent of the net income 
of the corporation, it will not be necessary to pay the fourth install- 
ment, but the additional payments of tax, if any, with interest, may 
be made when the claim for readjustment of the tax is finally dis- 
posed of. The corporation should file a claim for abatement of any 
taxes assessed in excess of the. tax computed. (Also sec. 250, art, 
lOOl.) 

31-19-653. 
O. D. 356. 
In cases where application has been made at the time of filing the 
return for assessment of war-profits and excess-profita tax in accord- 
ance with section 328, Revenue Act of 1918, and the installments of 



tax determined and assessment made on the baEds of 50 per cent of 
the net income for the taxable year, no abatement claim is required 
to cover the difference between the tax so computed and the tax 
computed without the benefit of section 328. If the tax has been 
computed and assessment made without reference to section 328, and 
application is made suheequently for assessment of the tax in accord- 
ance with section 328, paymrait of the entire tax as originally com- 
puted will be required unless a claim is filed for the abatement of the 
amount assessed in excess of SO per cent of the net income. 



Pabt VI. — ^Reorqanizations. 

SECTION 330.— REORGANIZATIONS. 

Section 330, Article 931 : Scope of reorgani- 22-20-981. 

zations. Sol. Op. 4, 



A merger of two or more corporations takes place when one of 
such corporations retains ite corporate existence and absorbs the 
other or others, which thereby lose their corporate existence. 

A consolidation of two or more corporations is effected when a 
new corporation is created to take the place of the constituent cor- 
porations, which are themselves dissolved in the process. 



(See 26-20-1022; sec. 331, art. 941.) Valuation of assets trans- 
ferred upon change of corporate entity. 



Section 330, Article 932: Net income and 1-19-137. 

invested capital of predecessor partnership T, B. R. 2. 

or individual. 

In the case of a reorganization, the new corporation is required 
to base its invested capital on the adjusted balance sheet of its 
predecessor as of the date of reorganization. Appreciation in the 
value of the assets so transferred from the old organization to the 
new can not be included in the invested capital of the new corpora- 
tion. The statute,' however, does not prohibit the treatment of the 
date of reorganization as the beginning of a new taxable year. Con- 
sequently, it does not require the exclusion from the invested capital 
of the new corporation of surplus and undivided profits earned be- 
tween the beginning of the then taxable year of the predecessor 
corporation and the beginning of the taxable year of the new cor- 
poration. 

Section 330, Article 933 : Election to be taxed 1-19-138. 

as corporation. O. D. 95. 

Partnership net income as contemplated in section 330, paragraph 
3, Revenue Act of 1918, means the net income after deducting salaries 
of partners. 



6-1^286. 

T. B. R. 27. 

A partnership, upon becoming a corporation in accordance with 

the provisions of tne law, and owning 99 per cent of the capital 

stock, of three other corporations, should file a consolidated return. 

(Also sec. 240, art. 632.) 

(See 11-1&-373; sec. 213(b), art. 79.) Status of corporation on 
succeeding partnership in regard to Liberty loan bonds and Victory 
loan notes originally subscribed for by the partnership. 

11-19-393. 
O. D. 223. 
A partnership whose net income for the taxable year 1918 was 
more than 20 per cent of its invested capital may elect to be taxed 
as a corporation from January 1, 1918, only in case of its reorgani- 
zation as a corporation before July 1, 1919. There is no authority 
vested in the Treasury Department to extend the time within which 
to effect the reorganization. 

"(See 16-20-854; sec. 252, art. 1034.) Adjustment of excess taxes 
paid in cases arising under paragraph 8, section 330, Bevenue Act 
of 1918. 

lft-20-872. 
O. 1023. 

CORPORATIONS DE FACTO. 

No taxpayer can be entitled to the benefits of the third paragraph 
of section 330 unless a corporation de jure or de facto came into 
existence prior to July 1, 1919. 

The intention to incorporate, the execution and mailing of the 
articles of incorporation to the Secretary of State on June 30, 1919, 
the opening of corporate books as at June 30, 1919, and the manu- 
facturing for one day under the same name used hitherto, in the 
absence of other proof of user prior to July 1, 1919, does not justify 
the inference that a corporation de facto existed before July 1, 1919. 



SECTION 331.— VALUATION OF ASSETS UPON 
REORGANIZATION. 

Section 331, Article 941: Valuation of asset 

upon change o^ ownership. 

(See 10-19-365; sec. 326, art. 831.) Valuation of assets where 
merger takes place prior to March 3, 1917, but formal transfer of 
tangible assets is subsequent to that date. 

(See 11-19-389; sec. 326, art. 831.) Determination of invested 
capital when property purchased at receiver's sale is purchased by 
creditors and transferred to new corporation. --. , 
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3-20-697. 
A. R. R. 16. 

M«re change of domicile witiiout cha^e as to capital aod surplus 
beld Bot to affect the ifivested capital, which remaios the satoe foir 
tlte new company as tor the t^d. 

The Committee is of the opinion that it is not necessary to make 
any radical departure from the " dirtinct enti^ " theory which has 
been the guide of the bureau in the past, but ftels that where there 
is merely a transfer of domicile through the surrender of the charter 
isBued in one State and the taldne out of a new charter in another 
State, witliout any change in the ousiness or amount of the capital 
and surplus of the corporation, that the new company is entitled to 
the same invested capital as the old, (Also sec, 239, art 621.) 

15-20-855. 
O. D. 458. 
The provi^ons of section 331 of the Revenue Act of 191S relate 
only to the comptitation of invested capitaL In the reor^mzation 
of a corporation owning timber lands and engaging in toe manu- 
facture of lumber, the basis for deductions for depletion of the timber 
and depreciation of the plant, machinery, and patents claimed by 
the reorjrao'zed compitny is the cost of these assets at the time tiiey 
were ac«)i!iirefl in reorganization, or their fair market value as of 
March 1, 1913, if acquired prior thereto. (Also sec. 214(a)8, art. 
161;sec2l4(a)10, art.201.) 

25-20-1022. 
A. E. M. 60. 

REVEmTE ACT OF ISIT. 

Where there was a change of corporate entity prior to March 3. 
1917, without a change ot t^ceis or directors, or proportions of 
stock holdings, the new corporation is entitled in the computation of 
invested capital, to the actual ca^ value of the tangible and in- 
tangible property paid in for its stock, subject only to the limitatlous 
provided in aectiMi 207 of the Revenue Act of 1917 as to the value 
of the iQtai%iU.e£ which may be recognised. 'Also sec. 330, art. 
981.) 

34-20-1159. 
Sol. Op. 41. 



Where a corporation transfers its property to an association com- 
posed of its stockholders, and the associati<«i after Janiaary 1, 1914, 
but prior to March 3, 1917, transfers substantially the same assets to 
a new corporation, the fair market value of such assets wlien'trans- 
ferred to the new corporation should be included in determining the 
invested capital of the latter. 

Proceeds of a judgment recovered in 1918, are inctsne for the year 
in which receivti, not for the year or years in which the right of 
action accrued. (Also see. 213(a), art 52.) 
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Part VII. — Mkcellaneous. 

SECTION 335.— FISCAL YEARS ENDING IN 1918 

OE 1919. 

Section 335. 7-19-310. 

O. D. 180. 
Excess pitdits tax paid by partnership with respect to inccHue re- 
ceived during 1918 can not be applied as credit to tax due iroai in- 
diridual members for taxable Tear 1918. In sneh caeeG cUim for 
refund on Form 46 ^ould be filed b^ the partnership. (Also sec 
2^, art. 1036.) 

Section 335, Article 951 : Fiscal year with different 8-20-760. 

rates. A.E.K. 26. 

RULING UNDER REVINUE ACT OF 1917. 

A partnership closed its books consistently as at a date other than 
the last day of a month. In 1917 it was dissolved. In determining 
its excess profits tax liability for the portion of its fiscal year falling 
within 1917 it is entitled to apportion its income between 1916 and 
1917 on a pro rata basis. 

The Committee is of the opinion that the subsequent provisiwi in 
the regulations under the act of October 3, 1917, providmg that the 
fiscal year of a partnership should end on the last day of a month, is 
not to be regarded sb effective against a fiscal year ending on some 
day other than the close of a monUi in 1917 prior to the passage of 
the law and the promulgation of the regulations. (Also sec. 218. 
art. 321.) 

Section 335, Article 952: Fiscal year of cor- 
poration ending in 1918. 
(See 6-19-265; sec. 328 art. 912.) Application of section 210 of 

the Bevenue Act of 1917 and sections 327 and 328 of the Bevenue 

Act of 1918 to fiscal year returns. 



SECTION 337.— SALE OF MINERAL DEPOSITS. 

Section 337, Article 971: Tax mi sale of 5-20-723. 

mineral deposits. O. D. 395. 

The fact that a company is entitled to the benefit of section 337 
will not disqualify it for special treatment under section 328,neithei' 
can the fact that it is entitled to the benefit of section 337 be used as 
a basis for claiming special treatment under section 328. If a cor- 
poration falls within the class specified in section 327, the tax will be 
determined under the provisions of section 328. The effect of section 
337 is to limit the amount of tax attributable to the profit made on 
the sale of mines, oil and gas wells discovered by the taxpayer and 
can only be applied after the tax computed on such profit has been 
computed without the benefit of tiiis section. (Also sec. 328, art. 

""•> .,,,„, Google 



SECTION 1866.— EXTENSION OF EXISTING ■ 

STATUTES. 

Section 1305, Article 1711 : Aids to collection 30-20-1096. 

of tax. O- D. 609. , 

Under section 1305 of the Revenue Act of 1918, it is held that the 
Commissioner of Internal Revenue is authorized, by any revenue 
agent or inspector, designated by him for that purpose, to examine 
any of the books, papers, records or memoranda of a bank, bearing 
upon any matter required to be included in a tax return of one of its ' 
depositors or customers. The bank, however, is entitled to satisfy 
itself in a reasonable manner of the official character and authority of 
any person making request to examine books or accounts of the bank 
as an official of the Internal Revenue Bureau. 



Title XIII.— GENERAL ADMINISTRATIVE 
PROVISIONS. 

SECTION 1309.— AUTHORITY FOR REGULATIONS. 

Section 1309. 15-19-455. 

M. 2228. 

(1) The Revenue Act of 1918 departs widely at many points from 
prior law or practice and has given rise to new questions of such 
importance, complexity, and number that resources of the bureau are 
no more than adequate to advise taxpayers promptly of their present 
liabilities arising out of past transactions. 

It will thereftre be the policy of the bureau not to answer any 
inquiry except under the following circumstances : 

(a) The transaction must be completed and not merely proposed 
or planned. 

(b) The complete facts relating to the transaction, together with 
abstracts from contracts, or other documents necessary to present the 
complete facts must be given. 

(e) The names of all the real parties interested (not "dummies" 
used in the transaction) must be stated regardless of who presents 
the question, whether attorney, accountant, tax service, or other 
representative. 

SECTION 1314.— MEDIUM OF PAYMENT OF TAX. 

Section' 1314, Article 1731: Payment of tax 7-20-748. 

by certificates of indebtedness. T. D. 2973. 

Collectors of internal revenue are authorized and directed to re- 
ceive at par United States Treasury certificates of indebtedness of 
Series T 8, dated July 15, 1919, Series T 9, dated September 15, 1919, 
Series T M 3-1920, dated December 1, 1919, and Series T M 4-1920, 
dated February 2, 1920, all maturing March 15, 1920, in payment oi 
income and profits taxes payable on March 15, 1920. Collectors are. 
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authorized and directed to receive at par Treasury certificates of in- 
debtedness of Series T J 1920, dated December 15, 1919, maturing 
June 15, 1920, in payment of income and profits taxes^ayable on 
June 15, 1920 ; Treasury certificates of indeotedness of Series T 10, 
dated September 15, 1919, maturing September 15, 1920, in payment 
of income and profits taxes payable on September 15, 1920; and 
Treasury certificates of indebtedness of Series T D 1920, dated Jan- 
uary 2, 1920, maturing December 15, 1920, in payment of income 
and profits taxes payable on December 15, 1920. Collectors are fur- 
ther authorized and directed to receive at par, in payment of income 
and profits taxes payable at the maturity of the certificates, respec- 
tively. Treasury certificates of indebtedness of any series maturing on 
March 15, June 15, September 15, or December 15, 1920, respectively, 
and expressed to be acceptable in payment of income and profits 
taxes. Collectors are not authorized hereunder to receive in payment 
of income or profits taxes any Treasury certificates of indebtedness 
not expressed to be acceptable in payment of income and profits taxes, 
or maturing on a date other than the date on which the taxes are pay- 
able. Collectors are authorized to receive Treasury certificates of in- 
debtedness which are acceptable as above provided in payment of in- 
come and profits taxes, in advance of the respective dates on which 
the certificates mature. 

This Treasury Decision amends and supplements the provisions of 
articles 1731 and 1732 of Regulations 46, revised, and supersedes 
Treasury Decisions 2907 and 2918. (Also article 1732.) 



Section 1314, Article 1733 : Payment of tax 32-20-1125. 

by uncertified checks. O. D. 626. 

A taxpayer who tenders a check whether certified or uncertified in 
payment for taxes is not released from his obligation until the check 
is paid. Where such a check is lost in the mails, a Collector of Inter- 
nal Revenue is not required, as a condition precedent to the issuing 
of a duplicate check by a taxpayer, to furnish bond indemnifying 
him against possible loss in connection with the first check. 



SECTION 1320.— DEPOSIT OF UNITED STATES BONDS 

AS SECURITY. 

Section 1320. 8-19-336. 

O. D. 193. 
Where Liberty bonds are deposited as collateral, as provided when 
a claim for abatement for a loss in inventory is filed (see sec. 214(a) 
12, and sec. 234 (a) 14), coupons representing one year's interest may 
be detached from the bonds prior to depositing them as collateral on 
Form 1124. 



(See 21-19-525 ; sec. 214(a) 12, art 268.) United States bonds de- 
posited as security for claim in abatement. 
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Title SIV-— GENERAL PROVISIONS. 

SECTION 1400— REPEAL OF FORMER ACTS. 

Section 1400. 

(See lS-19-409; sec. 260, art. 1008.^ The proviaiofts of BeTenueAct 
of 1916 relating to three-year limitation are continued by section 1400. 



MISCELLANEOUS. 

8-20-T81. 
0.999. 

, SECTION 301, ACT OF 



Section 301, Actof September 8, 1916, taxes the profits received by 
every manufacturer from the sale or other disposition of the articles 
therein specified, whetlier he has contributed m wh<de or in part to 
their manufactui'e, provided the articles were manufactured and dis- 
posed of for the purpose of being used as munitions or as parts of 
the same. 

The words "any part" as used in section 301, Act of September 8, 
1916, refer to " any part " of the process of manufacturing any of 
the articles therein specified for use as munitions. 

The tax provided for in section 301, Act of September 8, 1916, is 
only due wn^ the articles were mannfa<^ured and disposed of for 
the purpose of being used as munitions or as parts thereof. 

The tax provided for by section 301, Act of September 8, 1916, is 
due regardless of whetiier the manufactured article has reached the 
state of c(»npletion wh^i disposed of by the mannf tLcturn-. 

Law Opinions 238(a) and 91, and Solicitor's Memoranda 625 and 
45 are overruled. 

27-20-1047. 
L.O.1041. 



If any excess piofits tax was due and paid during a period for 
which munitions tax was due, the percentage of the excess profits 
tax properly apportionable to the munitions Business of the taxpayer 
might properly be deducted iu computing the munitions tax. I^w 
Opinion 199 revoked. Treasury Decisions 2621 and 2664 should be 
revoked. 
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IN"DEX. 



1115 
1118 
1144 



A. 

Abstemeat cl&int — 

Bade computation second uutatlinent tax 

Bond may be required ; 

Bond to accompany 

Liberty bonds OB security, coupons maybe detached 

Rejected , inteMet on tax 

Tax shown (HI tentative return 

Taxes erroneously aeseeeed 

Abeence from country as excuse for default 

Accounting method—' 

Change in, authraity ctHtumsraoner to require 

Changine from accrua] to receipts baaie, inataltnient sales 

Fanner changij^ from caah to accrual baeiB, inventories 

Accounting period- 
Change m 

Change in, not retroftctivB 

Different for separate parts of buaineeB 

Notice of chan^ in 

Partnership diSerent frem that of individual partner 

Accounting l^cords, defective 

Accrual basis. (See AccounlinE method.) 

Accumulated income of trust ©state, to whom taxable 

Accumulation of pnrfife. unreasonable 

Administrators, taxability of compensation 

Admissible aasets, computation of, part-paid Liboty bends 

Advertinng expenses — 

Government contract, deductibility 

Invested capital, when included 

Affi!iat«d corporations, (5m Corporations.) 

Af^ewle par value, mefuiing of 

AUen Property Custodian— 

Payment to, of amount due an alien as beneficiary of estate. . 

Propertyof aliens taken over by, withboldii^. 

Property returned to enemy, satisfaction of tax liability 

Returns when [woperty of alinnheld by 

Returns when property of (nrporations taken over by 

Aliens: nonresident- 
Actual owner of stock, disclosure by registered owner '. . . . 

Ambassadors and ministers, families of 

Bahama Islands, credits allowed subjecta of 

Becoming citizens during year 

Beneficiary, liability of nduciBry for surtax 

Beneficiary of estate, liability of fid udwy 

Beneficiary of two trusts . . . _ 

Beneficiary, when Form 1040 to be filed by fidudary 

Bermuda, credits allowed aubjectsof 

Claim for refund, data required 

Corporations. (See Cwporations.) 

Creoila allowed, years to which applicable 

Credits retroactive 

Exemption &om military soYice in determining leeddwice. . . . 
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Aliens: nonresident — Continued. 

Greece, credits allowed Bubjectaof 

Income from bonds of foreign corporationfl 

Income from bonds of foreign Bovemmenta 

Income from obligtttiotiB of domestic corporationa held by 

domestic trust company 

Income from tax-free bonds of nonresident domestic corpora- 
Jamaica, credits allowed citizens of 

Leaving United States, compliance with tax obligations, . , 
Leaving United States, earnings to be shown by employer. . . 

Leaviog United States, how status determined 

Life beneficiary, trustee holding Liberty bonds for 

Lithuania, credits allowed citizens of 

Ptutnerahips, return of information when interest paid to 

Personal exemption of 1 

Porto Rico as foreign territory 

Procedure wh?n departing 

Procedure when Form 1078 filed .- 

Profit on ealea in United States during limited period 

Refund when employed for three months 

Residing in United Stales one year, presumed to be resident. 

- Returns by ancillary executor for estete of 

Seamen, when wages derived from sources in United 8tat«e. . 
Seamen, when wages not derived from sourcee in the United 

States 

Serving in United States Army, considered a resident. . 

State officer or employee, compensation of 

Taxability discount on foreign government bills in United 

Temporarily in United States, taxability compensation .... 

Widow who was a citizen before marriage, taxable status. . 

Withholding. (S« Withholding.) 
Aliens: resident — 

Alien Property Custodian returning property of enemy 

Claim for refund , data required - . 

Credit for dependents residing abroad 

Credit for tax paid to Canadian Government 

Credit for taxes paid to Jamaica 

Credit for taxes paid to Japan 

Enemies, when regarded as resident 

Leaving United States- 
Payment of tax 

Procedure 

Status, determination of 

Temporarily..'. 

Pay rolls aa evidence of residence 

S^imen, when regarded as residents 

Serving in army of native country, taxable status 

Alimony, trust fund in lieu of 

Ambassadors and ministers, families of 

Amendments, Regulations 33, revised — 

Art. 29, Paragraph 200, amended 

Amendments, RegulationB 45 — ' 

Art. 23, amended 

Art. 26, amended 

Art. 33, atoended : '. 

Art. 92ja), added 

Art. 1 33, amended 

Art. 141 , amended 
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Amendments, Regulations 45~Continued. 

Art. 163, amended 

Art. 184, amended 

Art. 220, amended 

Art. 220(a), added 

Art. 221, amended 

Art. 234, added 

Art;. 235, added 

Art. 251, amended 

Art;. 294, amended 

Art. 307, amended 

Art. 312(a), added 

Art, 347, added , 

Art. 3e3(a), added 

Art. 367, amended 

Art. 368, amended 

Art. 375, amended 

Art. 406, amended 

Art. 443, amended 

Art. 445, amended % 

Art. 649, amended 

Art, 845(a), added 

Art, 1036, amended , 

Art. 1078, amended 

Art. 1078(a), added : 

Art. 1506, amended 

Art. 1524, amended 

Art. 1563, amended 

Art. 1568, amended 

Art. 1567, amended 

Art. 1568, amended 

Art. 1584, amended 

Art. 1585(a), added 

Art. 1585(b), added 

American Legion, contributions to 

Amortization. (Su Deductions.) 

Annuity aa gift, taxability of income from 

Appreciation — 

Aaeets traneterred toaucceaaor 

Property in computing prewar income 

Property, relation to invested c^tal 

Realized during taxable year, eilect on invested capital . . . 
Anny Ttaneport Service, military exemption of employees of. . 
Awets, intangible .and tangible. {See Invested capital.) 
Associations. {See Exempt corporations.) 
Attach^, naval, taxability of funds received for entertaining.. 

Attorney's fee, when personal expense ^ 

Austria, formerly Austrian Poland, subjects of, exemption a 

credits 

Automobile owners' association, exemption 

Automobile used by draft board member, operatii^ expenses. . 
Award by board of arbitration, year taxable 

B. 

Bad debts. {See Deductions.) 

Babama Islands, citizens of, exemption and credit 

Bankrupt individual, return of 

Bankruptcy, priority of Federal taxes 

Banks — 

Acceptances bought and sold by nonresident foreign cta'pora- 
tion, withboldu^ 

AcceptancM, discount on, withholding 



B&nkB^Gontiii ued . 

Conversion of State to National, return 

Deposits, interest on, paid to foreign partnerBhip, return of 

infotnmtion 

Diacounts, earned or accrued, method of reporting 

Inaolvent, in liquidation , retnme 

Inapection of depoaitora' accoimta by revenue agents 

FurchaBing abroad coupons from bonds of domestic corpora- 

tiona, owneiship certftcfttea 

Receit^ng ownership certificates on wrong form, authority to 

RiLjsiaa bank credits as bad debta 

Stock, tax on 

Stock, tax oa, paid for corporal* stockholder 

• Basis for determining pin or lose. {See Gain or loes.) 
Beneficiaries (mc also Estal^s and trusts) — 

Control vested in, under trust agreement 

Indi\ddual, conetruction of term 

Bequest to executor aa additional compensation 

Bermuda, citizens of, exemptipn and credit 

Board and lodging, eeamen, taxability 

Board of trade, memberehip fees, deductibility 

Bought at premium, interest on 

Exchanged for stock under convertible trust deed 

Issued at discount, discotmt improperiy chai^d to pro&t and 

Sale of, amortiiation of premium or discount 

Bonuaes (see also Deductions)- — 

State to soldiers and sailors, taxability 

Brokerage and commission business, income partly from peiBonal 

Building and loan associations. (.See Exempt corporations.) 

Bulgaria, subjects of, exemption and credit 

Business expenses. (£ee IJeductions : Business expenses.) 
Business League, exemption .- 

C. 

Canadian taxes pwd by alien residents of Uiut«d States 

Capital {see oJeo Invested capital)— 

Charge, erroneous, amended returns 

Recoverable throng depletion allowance 

Capital stocks 

Changed, 20 per cent limitation 

Increased by reinveetment of cash dividends 

Paid for, 20 per cent limitation intangiblee 

Retirement of, leaving surplus intact '. 

Carnegie Foundation retiring allowance ta teachers, taxability 

Cash discount, accounts due and payable _ 

Cemetery company, deduction of^ payments to trustees for mainte- 

Cemetery company, payments to trustees of percentage of proceedi 

Certificate of compliance, issuance of 

Certificate of indwtedaess— 

Conversioninto Victory loan not^ effect on invested capital. 

Receivable for tax 

Certificate ol profit issued by inaorance company, taxability 

Certificate of sale, county, taxability of income 

Chamber of Commerce, membership fees, deductibility 

Charitable contributionB. {See Deductions.) 

Charity fund held by city, income from 



53,60 : 

120 
529,1066 
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Citizens — 

Leaving United Statee, conflular rece^ita M evidence of eom- 

Leavin^ United Statea, refusing to pay tax 

Nonreeident aliens becoming citizens during year 

Keaidingin China, how retume verified 

Claim tor atotement, when bond required 

Claim for credit for tax overpaid previous yeu 

Claiipa, excluaioii from inventory 

ClaiBification of trades or humneeeee 

Clei^ymen, income of , 

Cluba. (Ste Exempt corporations.) 

C(anmeTcial Bchool ae personal service coiporatioa 

Commiesion and brokerage business, income ptully from peraoual 



<n budness by partnership also dealing on its own account . 

Commission on training camp activities 

ComnuBHions — 

Advanced to advertising solicitor, when income 

Faid for sale of capital stock 

Paid ta nonresident alien on orders from foreign customwa. .- . 

Committee, reoreaniaation, when trust 

Commonwealth Bank of Australia, interest credited to 

Ctanmuiiity Service (Inc.), exemption 

Compensation. (See Deductions and Gtobs income.) 

Compromise, bad debt, amount deductible 

Compromise of specific penalty 

CojiejgTunent sales, profit, when taxable 

Consolidated inve^d capital, stock of subsidiariee acquired 

Consolidated net income, taxability 

CwtBolidatod returns. (See Returns.) 

Consolidation difltinguiahed from merger 

CoQstnictive invested capital, £sca] year ending in 1918 

Constructive receipt, exampJea of 

Contingent liabiliw set up one year, deductibility another year. . . 

Contract to sell real estate 

Contract, treatment of excess payments received 

Contractor employing nonresident aliens 

Contributions, charitable, (See Deductions.) 

Cooperative store managed by university 

Copies of retiuns famished executor 

Copper industry, sale and bailment diatinguish«d 

Corporations- 
Affiliated— 

Baaiaof 

Consolidated returns 

Liberty bond exemption when consolidated return 

Valuation-of assets of sub^ddiary 

Change of domicile aa affecting invested capital 

Character of, how judged 

Charitable^ when not exempt 

Compuiy m one State taking over corporation another State... 

Consolidated, when original subscriber to Liberty bonds 

Credit when return for less than year 

De facto, when classified as 

DiastJving, amount received by stockholders 

Dissolving capital assets sold by trustees. 



Dissolving, stockholdersliability for corporate tax 

Domestic corporation with foreign branch, determination in- 
vested capital 

Erecting monuments and like memorials 



Corporationd— Continued— 

Exempt from tax. {See Exem{>t corpor&tiouB.) 

Fiscal yeu ended 1919, excen income from Government ci 

tract 

Foreign- 
Agent in United States, withholding 

Bank acceptances bought and Bold by. withholding. . . 

Business in Uml«d States and Porto tlico 

ConmuBsionfl paid to, on orders from foreign customers, 
withholding 

Comifuting tax installments 

Distributions to domestic corporation 

Income froniE^ent of domcMac corporation 

Income from mail-order businesB in United States. . 

Insurance compianieB, resident agent to file ret<uiis I 

Profits on sales in United States by domestic corpomtionB. 

Purchasing tore^ government bills in Unit«d States, 
taxability discount 

Royal ties paid to, withholding 

Stock owned by domestic corporation, invested capital. . 

Income from sales before incorporation 

In hands of receivers, when income exempt 

In bquidatiou^- 

Income investments not due.. 



Income received by aasigneee 

Principal assets assigned to trust«ee. . 
Profit from sale of aasete. . 



a marginal speculations 

Operating after charter annulled 

Owning interest in foreign putnershipe 

Participating in joint enterprise, notpartnem 

Personal service. (See Personal service corporations.) 

Procedure when eetablishing personal service status 

Process dissolution, distribution in installments 

Purchasing business of partnership and issuing stock for good 



will.. 



D for sale of stock taking o' 



ts defunct 



Raising certain Bi 

corporation. . . 

Reoi^nizing and issuing new BtJ>ck in exchange for old 

Returns. (See Returns: corporations.) 

Stockholders' interests pooled 

Undistributed profits taxable to stockholdetfi, (See Profits of 
corporations taxable to stockholders.) 

Volume of buainess due to efforts of stockholders 

Cost of production unascertainable, inventory 

Council of National Defense, contnbutionB to 

County surveyor, taxability of compensation 

Court appointees. State and Federal, taxability of compensation. . 

Coint appointees, taxability of compensation 

Creamery company, cooperative 

Creditors purchasing assets at receiver's sale, transferring to new 

corporation 

Credits; aliens. (See Aliens.) 
Credits: corporations — 
Foreign taxes — 

Claim for, accompanying return 

Cuban taxes paid by domestic corporation 

Foreign corporation controlled by domestic corporation 

Impeded on basis dividends declu«d 

Withheld by foreign corporation 
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Oredits: corporatioiia — Continued. 
Income taxea — 

Dividends from foreign corporaliona 

Penalty for delinquency or fraud 

Return for fractional part of year 

War profite credit- 
Corporation taking over bankrupt company, continuing 
same busineai 

Median baaia applicable in determining 

Prewar accounting period different from taxable year 

Salaries, adjustment of, lor prewar period 

Credits: individuals — 
Againet net income — 

American citizen for dependents 

Austria, formerly Auatruui Poland, subjecta of 

Bidgaria, Bubjectaof 

Country imposing income tai, but not on United States 

Dependents of raeident alien redding abroad 

Dividends from corporations with exempt income 

Fiduciaty $1 ,000 

Husband confined in institution, effect on personal ex- 
emption 

Luiembutg, subjecla of 

Poland, subjects of 

Porto Kico, income tax credits 

I^oof of foreign laws as tA exemption 

FruBsia. formerly Prussian Poland, subjects of 

Switzerland, citizens of 

Widow, partial support of child over 18 

Widower supporting daughter over 18 

Wife absent because of world war 

Years to which applicable 

For taxes— 

F(tfeign income tax, no individual receipt 

Foreign, on partnership earnings .: 

Normal tax withheld, wmd holder subject surtax only. . . . 

Overpaid previous year 

Paid Dy citizen to foreign country 

Paid by citizen to foreign counb^, year credited 

Paid onfitockdividend,sti>ck registered in broker's name.. 

Sugar tax in Cuba 

Crop insurance premiums 

Cuban sugar tax paid by domestic corporation . ^ 

Cuban taxes paicf by domestic corporation, credit for 

D. 

Damaees — 

Alienation wife's affections, taxability 

Breach of promise to marry, deductiliility 

Breach of promise to marry, taxability 

Libel suit, taxability_ 

Date of tax return, meaning of 

Dealer in securities, inventory . . . ; 

Debenture bonds as borrowed capital 

Debt exchanged for assets and liabilities, when loss deductible 

Deductions — 

Amortization- 
Basis for calculation '. 

Construing phrase "at any time within three years after 
the termination of the present war" 
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Ruling 

No. 


Page 
No- 


Amortization— Continued . 

Gcveroment contracts, income derived in port from 

iDveeted capital, eSect of amortuatioQ alloirancM de- 
ducted under munitioDH manufactiireia' tax l«w 


&97 

462 
464 
692 

1090 
564 

772 
763 
1017 

1041 

gee 

1119 

1039 

186 

54 

649 

721 
727 
873 
1054 

917 

976 
583 
1135 
260 

377 
1S8 
94 

316 

988 

608 

1055 

6 

753 

56 

726 

596, 745 

952 

1014 
702 
934 
38 

1061 
561 
728 
187 
836 

1102 
886 

317 


258 
275 






Bad dehtB— 










127 








126 






Bonuses— 
















BueineBS expenaee — 




Advertiaiiig and eales prontotion expensee, Government 








Automobile used by draft board member, wear and tear of. 


101 
103 






Cemetery company, pa>-inentB to trusteee for maintenance 


217 






Conuniseion paid by executor upon sale of property 


170 
110 








110 












169 


Face paid by memben board of trade or chamber <rf coib- 
































life tenant reatoring productibility of cax;l»rd after freeze. 
Paitaier turning over to partnerahip salary from city 


103 
101 
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Reeervea to cover losses due to climatic conditions 

Eoyalty paid to majority atockliolder for use of patent 


160 
216 






Taxes paid by vendee' on profits acmiine to vendor 

Transportation paid by employee to and nom employment. 


65 
100 



De ductions — Continued . 

Charitable contributionB — 

AaBOciatian to encourage passage of Labor legislatioD 

So^ of education incorporated oy etate law 

Comiattnity Service {Inc.) 

CarpMutiona to provide rdief tor earthquake Buff^eiB 

Coiporations to Red Cross and other war ot^uizatione 

CoBt of an article to be given to charity 

Council of National Defense 

Employees, penaion fund 

Elroneoiialy deducted by corporation 

Family cemetery corporation 

Gift to coiportttion erectinK memorialB 

Gift to public school for atliletic purpoees 

Gift, value of when other than mtwey 

Incune of estate set aude for charitable corporation prior 

to oiganiaation 

Industrial plant, fund to induce location 

Liberty bond coupons, gift of, when interest deductible- - . 
life insurance premiums, beneficiary a charitable cor- 

Musical ort^nization with educalioual pn^iam 

National Dry Federati(m— . : . - 

Park, memorial to soldiers and Bailors 

Partnership contributions ., 

Few lenta, assessments and dues 



Additional compensation on basis results achieved '. . 

Authorized prior to excess profits tax law 

Excessive, paid by corporation 

Nominal, plus percentage of profits paid by corporations. . 

Officers of corporaticm 

Officers' salaries increased just before closing of books 

Payable in future on contingent basis 

Pwtcer turning over to partnership, salary from city . 

KeaaonablenesH of, how determined 

Salaries and coatingent compensatitHk paid ccarporation 

officers and employees 

Sc^e administrative officer of c<xporation 

Voted subsequent close taxable year 

Depletion — 

Assets acquired on reorganisation 

Basis computation in case of lessor of mine 

Ct^lal recoverable thioTigh depletion allowance orsale,., 
D^uction for number of years when royalties paid in one 

Detwmination of capital actually invested in tease 

Mining company, cost of prospectii^ and development 

Oil and gas wells 

Oil and gas wella, computation gain or loss 

Private boundii^ lines, meaniog of 

Timber, determination depletion allowance 

Timber, determination quantity and fair maiket value. . . 
Depredation^ 

Assets acquired on reoiganiEation 

Assets of hquidated corporation transfoied to partnership . 

Brewers and distillers , ,.,..... 

Deduction from paid-in surplus 

Distillers and d^erain liquors 

Equipment discarded and salvaged. 

Intangible property 



Ded uctionfl — Con tinued . 

Depreciation— Con ti nn ed . 

Machinery, e:itTaordinary depreciation 

Methods of determining value 

Obsolescence, account prohibitioD l^BUtden 

Obeolescence of building 1 

Obsolescence of good will 

Obsolescence, war device 

Orchard, productive stage reached 

Patent assigned to corporation, interest retained by 
patentee ■- 

Patents or copyrights, baeie of 

Replacement value of propOTty 

Scope of 

Steamshipe, bulk freight, on Great Lakes, obsoleecence. . . 

Viaeyards, depreciation following prohibition le^lation. 
. Insurance. (Ste Insurance.) 
Interest — 

Accrued on notes of decedentv paid by adminiatrator 

Executory contract - 

Indebtedness incurred to purchase Liberty bonds 

Interest and taxes paid by corporation 

Interest on indebtednew incurred to purchase Victory 
loan notes 

Manufacturer also dealing securities 

On unpaid Federal estate tax 

Paid by corporation on debenture stock 

Absconding 1040 

Accrued from short salee 668 

Amount representing good will 1076 

Apartment, subletting 

Bonds above par March 1, 1913, deduction diffto'ence at 

maturity 

Debt paid in stocks, value below cost 

Division of, by partnership 

Embezzlement, loss deductible for wtiat year 

Embezzlement, pwt recovered 

Failure of corporation, not business loss of stockholder 

Goods returned, loss deductible for what year 

Guarantor, sale of bonds 

Incurred in trade, Act of 1917 

Insurance, computation of loes partly covered by 

Inventory — 

Abatement claim for loss in 

■ Claims (or losses in 1918, iteins embraced 

Fiscal year ending in 1918 

Goods ordered in 1918 delivered in 1919 

Loss on part, gain onrenminder 

Partnerdiips 

Investment, property or securities, loss in 

Liquor, decline m inventory value of 

Marginal trading in stocks 

Merchandise seized by Germany, charging oft 

Orchards and vineyards destroyed 

Partnership operated prior year as corporation 

Personal property lost or stolen 

Plant tor manufacture of beer bottles, obsolescence 

Property given away - 

Rebates on defective goods 

Rebates paid after close of taxable year 

Rental of s^e^eposit box, loss account of State law ( (?!^i 
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Ded nctjona — Continued , 
Lceeee — Continued . 

Reeidence Bold account of busiDosaneceeeitatingrNnoval. 

Reeidential propwty, eale of 

Royalty interests purchaaed in worthless oil land.. 

Sale of foreign Bubsidiary 

Sale propertv acquired by gift, bequeet, deviae, or descent . 

Salva^pg of equipmeDt, computation of loea on 

Secuntiea, sold at Iobb, later repurchased at same price. , 

Shrinkage in Becuritiee, corporation claiming loss o ~ 
organization 

Shrinkage in Becuritiea owned by decedent 

Stock surrendered to wipe out operating deficit 

Temporary fluctuation in inventory value 

Ultra virefl transactiona 

Vineyards, prohibition legislation 

Taxes— 

Additional aeseesmente under Act of 1909 

AaaeMmente for local benefits 

Cuban sugar tax paid by domestic corporation 

Escees profits tax in munition's return 

Federal duties and excise taxes included iu cost of mer- 
diandise 

Federal estate tax 

Fiscal year 1917, ending prior to October 3, deduction of 
tax i»id 

Francnise tax. New York 

Illinois drainage asses^enta 

Inheritance tax, State of New York 

Iowa automobile tax 

Munitions tax, method of computing 

MunitionB tax, year chargeable to 

New York State income tax 

New York State tax on transfer of propaty by will, etc. . 

Paid by bank tor stockholder 

Paid by bank on value of tfaefi stock 

Paid by tenant for landlord 

Paid for another coiporation 

Stamp tax on iuBtrunient conveying property of estate. 

Transportation, admiasions, and dues 

Undistributed net income, sec. 10(b), Actof 1917 

Wisconsin bonus law tax 

Deductions: not allowed — 

Amount expended by individual in apprehending thief. . . 

Anticipated discouute of corporation 

Capital expenditures — 

Equipment lost one year replaced another year 

Expenses incident to taking bar examination 

Donations to municipality for public improvement 

ExpendittU'ea by partner in intereet of partnerahip 

Loss from damage to pleasure automobile 

Loss of partners from inveetment in defunct corporation. . 
Personal amd family expenses — 

Alimony, trust fund in lieu of 

Attorney's fees in resisting procedure to establish mental 
incompetency 

Damages for breach of promise to marry..: 

Marriage agreement, eunu paid under 

Premiums on insurance — 

Covering lives of employees, when deductible. . 
11417°— 20 SO 



1094 
1073 
1132 
1131 
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Deductions: not allowed — ConUaued. 
PremiumH on ineurance— Continued. 

'ExckBB premiunui paid to pcJicyholdofi of life 

cuanpaniee. • 

I^id by partnerelup .,> 

I^idby wife. ; - 

Reserve fund for redeezBiitg stock of cotperBGitHi. 

SaJe ai bts, percentage of pioceeda pud to trustees.. 

D^erred payment salee of real estate. _ 

DefinitionB — 

A^refatepar value, meaning of .,.. 

ABBoaatibn^ 

Benefidaries, control vested in, und^ trust a^eeeiaaat 

Eeoi^nization committee, when tiuat 

Trust, when not an association :. 

TtUBt, when taxed as aseoeiation under 1913 Act 

Aeeociation, mines, joint contributor for locating 

Corporaitn>n „.. ...... 

Date of tax return 

De facto corporation 

Due and payable 

Due date » 

Foreign trade 

Grovemment contract — 

Amended 

Director General of Railroads, contract with 

Entered into prior to Arpil 6, 1917 

Made on Executive order 

Oral or written -_ , 

Otdm placed prior to armistice, formal contract bi^ms- 

quently 

Subcontractor, when not under Govemnrant ceotiact 

Individual beneficiary 

Joint ownership^ 

Article 1507 applies to 191T and 1918 Acts 

Corporations, jrarticipatina in joint eaS^priBB 

Partnership status, facts determining 

Lite orpmization — purely local character -, 

Limited partnerBhip— ' 

Micfciganand Pennsylvania ., ^ , 

MiflBiBsippi ^ 

Ohio , 

■Virginia partnership aaaodationa 

PereoHBl service coipoiation. (jSes Psmonnj awviee- eerponi- 
tion.) 

Private capacity 

State 

Temporary fluctuation __. 

Understftted return 

Delinquency or fraud, penalty for 

D^inq uent return Glcd and total tax paid, penalty and interest 

D^wndent^ credit lor 

Depletion, {See Deductions: depletion.) 
Dei»%ciatioD. (See Deductions: depreciation.) 

Discloeure of return, penalty for 

Discount, bon<fa issued at, improperly charged to profit and lose- 

recount, ca^, on purchases, eSect^n in ventral 

Distillers and dealers in liquors, depreciation intiuigiblm 

Distilling corporation, restoration to surplus amounts pcevioudy 

charged ta obsolescence. ^ 

Distilling or brewing business holding 191S earnings 
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Ruling 

No. 


Page 

No. 




lOT 

354 

630 

1098 

1065 

f 529 

t lOSl 

993 

612 

908 

1110 

667 

252,706 

502 

891 
141 
636 

877 
878 
1066 
579 
395 
469 
883 

243 

201 

520 

140 

9 

1123 
/789A 
tT89B 

368 
1141 
1158 
890 
7 
634 
442 
398 
221 
807 

411 
355 

491 
548 

279 
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Paid in stock of aewly oisanized tniat company diatiibHted as 




Received by domeetic corporation from foreign holding com- 
pany derivii^ ite income irom a domestic corporation 


213 
















1 242 


Stock, declared from mirptus created by capitalization of good 










Stock, method of determining cost per ahare ■. 

Stock, paid first 60 days of year, effect on invested capital 


30 
28 


















Donations, (See Gifts-) 








EaiDin^ estimated on informal monthly approximati(»i basis 

Educational institution expending income for new equipment 

Educational infltitution, surplus over fixed dividend invested in 


280 
20O 


EmbezKlement, loss deductible for what year 


119 



,;, Google 



Embezzlement, part recovered 

Employeefl' bonus, year deductible 

Employees, transportation to and from employment 

Employer to flhow employee's tax withheld under State law 

Enemies, withholding in the case of 

Engineer, sewerage commiaaion, taxability of compensation 

Estate owning claim against individual, business, or Government 

organization I taxable income upon settlement 

Estates and tniate— 

Ancillary executor for nonresident alien, return of 

Bankruptcy, return by trustee and individual ,.,. 

CommiBsion paid by executor upon sale of property 

Corporation m liquidation, decwient sole stocknolder 

Decedent's estate during administration — 

Income from property willed to State 

Personal service corporation, deceased stockholder 

Real estate, included in will 

Securities, book gains and losses, return of for decedent. . . 

Deductions allowed 

Deferred payment sale by decendent 

Federal estate tax as deduction 

Interest accrued at date bondholders' death, how reported 

Interest accrued on notes of decedent, deductibility by admin- 
istrator - 

Loss on sale of assets, deduction by beneficiaries 

Nonresident alien beneficiary of two trusts 

Notes endorsed by decedent, paid by administrator, deducti- 
bility 



FavL _ 

Sale of oil properties by trustees 

Securities of , profit on sale by trustee, how returned 

Taxed to beneficiaries— 

Benefidary owner of proi^ert^ mortgaged to tnistoe 

Distributive shares, distribution of. 

Exemption of $1,000, when allowed 

Income paid over to beneficiary prior to November 1, 1913 

Method of reporting when noiiduciftry 

Trust fund, income accrued from and not withdrawn 

Trust providing tor distribution of income 

Taxed to fiduciaries^ 

Accumulated income of trust estate 

Domiciliary executor filing for entire estate 

Enemy alien beneficiarj' of estate 

Estate, period of administration, income not paid tobene- 

Failure to satisfy tax liability, following assets 

Nonresident alien beneficiary of trust 

Profit on sale of property held for future distribution 

Taxability when charitable organization possible benefi- 

Tniflt fund, income payable in discretion of trustee 

Value of property, data determined, sale by tnislees. — 
Trust, distinguished from association 



Trust fund held by city for charitable purposes. . 

Trusts, trustee actmg for several 

When not treated as a unit 

Estate tax. Federal, deductibility 

Estate tax, New York, deductibility 

Estimated inventories 

Evasion of taxes, ad vising or indudng 
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Exceee profits tax (jm aba War profitsandexcew profits tax)— 

Sales as agent and ae dealer, one bueinem, 1917 

Exchange — 

Bonde for stock 

Common for preferred stock, liquidation dividend 

Farm lands with market vqJue 

Old bonds for new bonds same company , 

Old bonds for new issue 

Property acquired at toreclooure sale for stock 

Shares of Bt«ck, same company, same aggregate par value... 

Stock for stock of another company 

Excise taxes-^ 

Additional anesements under Act of 1909, deductibility 

Included by wholesale dealerein cost merchandise 

Executor's compensation incresfled by bequest 

Executors, taxability of compensation _._ 

Exempt association, in proceas organi7Atioii, income of estate pay- 
able to 

Exempt corp««tioiia— 

Accident and health association, mutual 

American Legion 

Asaociation to market products of members 

Automobile club to promote good roads 

Automobile owners* association 

Breed register asBociations 

Building and loan BflBociation0^ 

Capital stock represented by shares 

Profite of, when taxable to shareholders 

Taxability 

Business activities not confined to particular community.. 

Buainess leagues , ., 

Casualty insurance anociation 

Charter rather than activities determining status 

Chautauqua, corporatiou conductiiw 

Clubs— 

Cotmtry 

Political 

Social 

Community Service (Inc.) 

Creamery company, cooperative 

Educational, fraternal and patriotic society 

Educational institution expending income for new buildings. . 

Educational institution, surplus over fixed dividend invested 
in equipment 

Fruit growers' union 

Indemnity exchange, reciprocal 

Insurance company, mutual liability 

Insurance company, mutual, travelers association 

Irrigation ditch coiupany, mutual 

Labor union, business activity owned and controlled by 

Musical association not organized for profit 

Navigation association 

Nursery (Inc.) 

Publishing house owned by relimous denomination 

Railroad company, earnings paid to charitable InBtitution... 

Savings fund association 

Teachers I uBurance and Annuity Association of America.. 

Theater operated by trustees, income turned over to city. . . 

University stnre. cooperative 

Young Womena' Chnstian Association, branch of 

Exemption. (See Credits.) 
Extension of time by coUectors. (See Returns, time and place for 
filing.) ^J-^^ 



Failure of coiporation, not liusmeee operating losa of Btockholder. . 
Fur market value, deflnition of 

Books accraat haaia, inventory 

Inveotory when ch&nge from teceipta to accmol bana 

Net losses BuBtaiuedbv, adjustment 

Useof FormlMOF..' 

Farm price method, of taking iBven tones 

Fecrai judges, compeoHation of 

Federal reserve a^nte and aenntants, taxabilitv of compensation.. 

Federal EUeerve aank, stock held by m^nber banks 

F«e«, attorneys, detiuctibility 1 

Fees paid for profeauoui^ wrvices, rettim oi infon 

Fees, receiTOTB and attom«ys 

Feee to secure employment, deducttUlity 

Fiduciary. {See EdtAtes and trusts.) 
Fiduciary returns. (See Returns: Fiduciary.) 

First 60 days, literal conetruction 

ilscal year — 

Act of 1917, affecting partneiahip 

Alien arriving in United States 

Cbai^ to caleodar yeai basis ... 

Corporation loeaBhown by return for fiscal year ending in 11118. 

Corporation, no Government income after January 1, 19II9-. . 

Corporation organized in 1918 

Bnoinjin 19 L7 prior to October 3, deduction of t»ji 

Excees profits tax paid by partneisbip on ijKiome received ia 
1918, claim for refund ,... 

Invested capital-, eenetmction^ determined under sec. 21 
1917 Act 

New corpiiratioD on fiscal year baaa ■. 

Partnerenip, ending in ltH6 

Personal service corporation , change in accounting period. . . 

Five-year Emitatirai, when applicable 

Floods, net loes caused by — . 

Flying instrnctor, civilian, taxability of compeuaation 

Foreign ambassadorg, ministers, and subordinates, taxability of in- 
come of wives 

Foreign bank witb brant'h. in United States, witiibolding. . 
Foceigij corporations. (Set Corporadonff.) 

Foreign country, tassbility of income of delegate of . . 

FoTwgn exchange— 

Convenion of,, in ease of traders and manufactursra 

Domestic corporatim, witb business in foreign country. 

Gain or loss computed at rate applicable on ffiiite of ' 

Bates i^plicable 

Rates applicable 



Officers of, exemption _ 

Operating vessels, taxability income from 

Foreign partnerships, income from United States 

Foreign rulers, income of, fiom United States sources 

Foreign securities, interest on, collected from nonresident aliens 

and crecSted to their accounto, identity of items. 

Foreign steamship company, taxability inc<an« 

Foreicn taxes — 

Imposed on basis dividends declared 

On <kvidend9 of foreign corporation, wil^ekl in huii|» hi 
information in lieu tax receipt 
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Ruling 

No. 


Page 

Ho. 


Foreign taxes— CcmtiAued. 


599 

388 
S»l 
51» 
775 
887 
991 
9fl) 
758 
«22 
89 
«» 

267 
530 
1024 

821 
69S 
1050 
680 
143 
967 

sn 

522 
1049 
892 
398 
737 

1057 

777 
887 
803 

792 

11 

1048 
47& 
712 

1086 
1088 
It) 
656 
1068 
1085 
245 
1126 
1036 
354 
198 
658 
837 
764 
623 
890 




Paid by foreigo corporation affiliated with domeetic corpora- 








Ponner reeiilent United Statea not R^ag return, inxjcednra 


230 






























G. 

Gwn or Iobb— 

Exchange o£ property— 
















InBolrent corporation's bonds for stock of new corporation. . 




























&toci, inchiding fteires received as dividends 

Stock of eame company, Bome aggregate par value 


37 
40 


Pereooal serviee corporation owning stock in another peraonaT 




Sale of property— 












By trusted of property acqiiired by gift or bequeet 

Etitate owning claun against indi\iduat, buameas, or Gov- 


35 












35 


Homeetead acquired by public grant 


36 
















35 




33 


Peopert'y devised tocMldren subject tomother'slife estate. 


36 




42 










Stock acqidred by gift, appraisal by court apin^aJserB 


35 






Stock received as dividend, method of d^emiining cost. . 


30 



n,gti7cdT:G00glc 



Gain or loffl— Continued. 

Sale ot property — Continued. 

Stock owned prior to March 1, 1913 

Subeeqiient sale 

V^ue OH of March 1, 1913, how establiahed 

Value of stock on Mar. 1, 1913, where no sales were made. . 
Gifta (see also GroaH income)^ 

Actual and colorable gift distinguiahed 

Bona fide 

Father to minor child, income from. _ 

libeity bond couponH to exempt institution 

To municipality for public improvements 

To public school tor athletic purposes 

Value when other than money 

Gifte and beuuesta. (See'Giote income.) 
Goodwill— 

By expeudltuie of latge sums in advertising 

Coiporation iBSuing stock for good will o/ partnerBhip 

Created byprincipalBtockholder before incorporation, invested 
capital 

Created to offset impaired capital 

Determination of value 

Dividend baaed on surplus representing capit^Uaation of 

Effect of sale of stock in deisruiining value 

Obsolescence of, Vfhen allowed , 

Paid for with stock 

Trade-marks, etc., depreciation 

Government contract — 

Determination of income from 

Investe<l capital in taxable year 

Made on Exeaitive order 

Ket income from, net loss on other operations - 

Oral or written, sales goods and servicea, open-market prices. . 
!! placed prior to armistice, formal contract subseijuently. 



"Peru 






With affiliated corporation 
Greece, subjects of 

Groasincome: e:icludons-'-' 

Annuity as gift, income from 

Bonus by Stat« to soldierd and sailoi? 

Charity fmid held by city, income from 

Clergymen and members of religious orders. . 

Commissions assigned to foreign corporations by ITnited Btatos 



Compensatioi 
' ^nt, a] 



,mny field cferkBand reconstruction aides 

Attorney tor State comptroller 

County surveyor 

Engineer, sewemge coiomifieion 

Jiirora' tees and pensions from Stato 

Military exemption in addition to personal exemption 

Military service 

Naval attaches, funds received for entertaining 

Nonresident alien, State officer or employee 

Nonresident alien temporarily in United States 

Partner in military service, compensation turned over to 

partnership _ 

Partner turning over to firm salary from city 

Public Health Service, employees of 

Receiver appointed by State court and by Federal court. . 
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OrcoB income: exclanons— Continued. 
Gompensation — Continued. - 

Referee in drainage appointed by Stftl« court 

State officera and employees 

Teachers, institution maintained by State 

Virginia debt commission, members 

Contracts, excess payments received 

Contract to sell real estate 

Dividend received in 1917 by domestic corporation as stock- 
holder in foreign corporation 

Excess premiums returned by life insurance companies to 

policynoldere 

Foreign corporation, profits mail-order buBinees in United 

States 

Foreign country, delegate of 

Foreign governments — 

Interest credited to Commonwealth Bank of Australia. . 

Operating veeeels, agent in United States 

Repreeentativee ot 

Fore^ rulers , 

Gift by father to minor child, income from 

Gifts, actual and colorable diBtinguished 

Income from property willed to State during period of adniims- 

tration 

Insurance, continuouB jnatallment bond contract 

Insurance policy on tontine plan 

Interest upon State obligations — 

Irrigation district as political subdivision of State 

Minnesota fire relief certificates 

Municipal bonds secured by particular property 

Parkfimd certificates issued oy city 

Interest upon United States obligations — 

Affiliated corporations, Liberty bond exemption 

Certificates or indebtedness of Director General of Rail- 
Collateral exemption of Liberty bonds explained 

Corporation, successor to partnership "original subscriber". 

Eiemption of $6,000 

Exemption when changes in holdings 

j \ Liberty bonds — 

Bought by partner from partnership 

' Inherited, ^original subscriber" 

Partly paid for 

Taken over by bank on default of subscriber 

Use of Form 1125 in computing exemption 

Partnership electing to be taxed as corporation, "original 

subscriber" 

Philippine Qovemment certificates of indebtedness 

Porto Rico bonds 

Victory notes, interest exemption upon conversion 

War Finance Corporation bonds 

life insurance premiums paid by employer 

Mandamus proceedings, reimbursement for cost of 

Municipal ownership of water, light , power and heat company . . 

Purchase price in escrow 

Railroad owned by township and county, leased 

Sale of corporation's own stock previously purchased by it 

Supper money received by employee when working overtime. 
Gross income: inclusions — 

American citizen from foreign govenunent, income 

Amounts received by steamship company from sale of ballast 



Gioes income: incluHioiia— Continued. 

Award by board ot arbitration f ot part serviceB 

Bene&tafrom labor union while ott strike 

BonueB received in 1919 forserviceo in 1916 

< Building and loan aasociation, (cefite.- - 

Certificates of sale, county 

CommiseionH advanced advertising Bolicibor 

CompiHMa tion — 

Additional, wt aside one year paid following year. 

Alien employees ot foreign Government employed 
United SUt«B 

Anay Tranaport Service, employees of 

Board and lodging, seamen 

Civilian in American Expeditionary Forces 

Clerical aesistants employed by clerta of State courts, 



CoDuniBaion on Training Camp Activities, employees of. . 

Court appointeee, temporary 

Earned in 1909, received in 1919 

Executor's compensation increased by bequest 

Federal judges ; 

Federal Reserve agents and assistants. 

Flying instructor, civilian -. 

For previous }%we received in lump sum 

FwMgn Iwation, empioyeeeof 

K«ghts of Columbus War Activities, emj^yees d 

Merchant marine sea-training bureau, employees ot 

National Guard officer on detail 

Naval Beeervistfi, retainer pay 

P^able in future on contingent baeis- - 

Faid other than in ca(^ - 



Partnership employed under contract by State 

Railroad employee paid from date of discharge when 
reinstated 

Bailway employees building causeway partly owned by 
county 

Receiver, truistee or similar fiduciary... 

School positii»is created, salaries frran endowment fund.. 

SjaTice division, employees of 

State witnesses, fees of - 

Stock in untried invention 

Teachers in Hawaii 

Trustees winding up affairs of c(«p(»atirai ■ 

Withheldaccount or contested election, later paid 

Cona^unent sales, profit 

Corporation oi^amzed in United Stat«s, princ^ial assets 

abroad :. 

Corponrtfon owning intereet in fore^ partnership 

Damaces — 

AlWationof wife's affections 

Award for patent infringement 

Breach of promise to marry 

Libel suit 

Diacount, cash 

Discount on foreign govn-ament bills in United States 

Discount on noniaterest bearing warrants issued bv a subdir 

vision of a State 

Dividemia — 

Legally declared and paid, repaid to corporation 

Paid in one year, received following year 

Paid in ]womis8ory notes - 

For«gn ambafisadorai ministera, etc., income of wives of 
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Grosa income: inclusiona— Continued. 

Foreign corporation, profits on sale of goods by domeatic eo 

pora^n , 

Foreign, rulers - 

Freight chaigee received by foreign. Btearaatup ccnnpuiy 

Funds held in eecrow, when income to corpoiation 

Future partnetBhip profits, aasigmnent of 

Gift of Liberty bona coupons 

Income from personal service corporation when change i 

accounting period 

Income tcom levocable trust, taxable tograntM 

luauraBcecorapaniea^dividendfl paid to policyboldere 

luBuiaac* policie«, proceeds paid tA cerper^ioB in inBtallmeuta . 

Insurance policy sold, amount taxable... 

Insuiance reserve hmds released 

Interest- 
Credited to foreign bank partially owned by foreign gov- 



On Santo Domingo bonds 

Beceived by banlc, loan to purchase Liberty bonds. . 

Received by coiporation. on sales of stock. on credit-. 

Inveatmente of corporations, in liquidation 

Involuntary sale, profits 

Liquidation distntjution, computatioi) of profit 

Liquidation, distribution in installments _ 

Local benefit aeeeasnieutfi paid by tenant for landlord 

Maintenance received from. Red Cross in excesB living expenses. 

PartneTBhip receiving pay tot serviceBas underwrite 

Payment made pursuant to condemnatitHt proceedings, amount 

taxable - 

Premiums on insurance policy, employee designat 

Profit 



_ ficiary 

" „ " ' " imployec , 
Property partially tramfened to husband, t 



racing 



fund for employe 



_ , ^ ,0 whom taxable . . 

Eeplacement fuiwl for losses — 

Interest on fund derived from insurance 

Property used for residential or farming purpoaee 

Beptacement in kind. Government returning different 
property from that taken . 

Replacement in kind, bager vessel, aune general type. . 

Beidacementiukind, tugs and barges 

Reward for prevention, of banK robbery 

Sale of aiBets by cf^pcsation, income from 

Sale ofbonds purchased at premium or discount 

Sale of capital aaae ts by trustees after dissolution of corpora tjtm. . 

Sale of good will, method of determining value 

Sale of personal property on installment plan^ — 

Change in metluxL of reporting 

Computatiwi of jtfofit 

CoBtputation of profit by average percentage 

fbyment secured by notes ' 

Stock sold t<x part ca^ balance secured by c(^teral . . 

Whom applied to 

Sale of property on installment or deterred payment plan... 
Sale of real estate — 

Cash part payment, mortgage tor balance 

In lots, pnoT to completion of development 

Part payment made m previoBs year 

Payment by notes laving no discount value 

Sale ef right to subscribe for stock 

StodE aold for future delivery, when transaetioD closed. . . . 
Stock surrendered by stockhtudras to vendee ctsporation . . 
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GroflB income: inclusions — Gontinued. 

Taxes paid by vendee on profits accruing to vendor 

Telephone compames while under Govenunent control 

War saving stamps, profit on sale of 

Guarantor paying intereet on insolvent principal 

Guarantor, sale oi bondfl. 

Hawaii, teachers in, compensation of 

Homestead acquired by public grant 

Homestead, sale of 

HameBt«ad, Bale of , entry prior March 1, 1913 

Hypothetical questions 

I. 

Illinois drain^e aesesmente 

InadraisBible asBetB. (Sm Invested capital.) 
.Income (see also Gross income and Net income)^ 

Compared with invested capital abnormally increased by sale 

of capital assets 

Compared with invested capital, abnonnally large, assesament 

From particular source 

Husband and wife, how reported 

Taxes, additional assessment under Acts of 1913 and 1916 

Individual beneficiary, includes partnetship 

Individual returns. (See Betume; individual.) 
Iniormation at source — 

Ownership certificates — 

Foreign items 

Foreign items unaccompanied by 

Nonresident alien owner bonds of corporation doing no 

business in United States 

Sdieduleof 

IPayments of $1,000— 

Affiliated corporations 

Amounta credited and made available 

Employer to show employee's tax withheld under State 

Fees paid for prof eesional eervicee , 

Fiduciary to show diBtributable shares regardless of amoimt- 

; Municipal government, department of 

' Penalty, failure to file return 

Rental paid in cropskuee 

Payments to nonresident aliens — 

Disclosure actual ownership of stock; 

Interest on bank deposits paid to nonresident alien part- 
nership 

Infringement suit, damages 

Insolvent conwration's bonds exchanged for new corporation's stock. 
Inspection of returns. (Se€ RetumsO 
Installment salee — 

Basia of reporting profits, stirpl us adjustment 

By dealers or individuals 

Computation of profit 

Computation of profit by average percent^s 

Payment part cash, balance semiannual installments 

Payment secured by notes 

Personal property, corporate stock, etc 

Procedure, changing method of reporting income 
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InaUllmente of toJt — 

Defidency in first, intereeton 

First underestimated, interest on 

InHUrance — ■ 

AsBOciation, casualty, stipulated cash prsmiums 

Broker soliciting for foreign companies, returns required 

Caah Burrender value included in invested capital 

Cash surrender value where policy is terminated and paid . , 

Caaualty company, reaerve 

Certi£catcB of profit isaued by company, taxability 

Computation ot loss partly covered by 

Creditor paying premium on life policy on debtor 

Life- 
Amounts received under installment bond conti^ct . 

Beneficiary leaving proceedswith company, taxability in- 

Dividends paid or credited to policyholders 

Interest as proceeds of 

Policy as security for loan 

Premiums paid, by employer 

Reserve to liquidate coupons left with company.. 
Mutual fire and casualty companies, deduction for premium 

deposits retained 

Mutual liability company, taxable status 

Payments made to first benefidary 

Polidea— 

Cash surrender value of, on officers 

Proceeds paid to corporation in installments 

Sold, taxability of proceeds 

Tontine plan, taxability dividends and proceeds 

Premiums — 

Benefidary a charitable corporation 

Crop insurance 

Employee dedgna ting beneficiary 

Paid by partnerahip 

Paid by wife 

Reserve fund, addition to, by company 

Reserve fund, deduction of additions, taxability of decrease 

Shrinkage in value securities held by compuiy 

Intangibles. (See Invested capital.) 
Interest- 
Accrued prior to 1909, paid 1911 

Accrued to decedent, how reported 

As proceeds of insurance 

Bonds bought at premium 

Bonds of a municipality of Porto Rico 

Bonds of city secured by particular property 

Bonds of insolvent i»indpal paid by guarantor 

Certificates of profit issued by company, taxability 

Chai^, intercompany, domestic corporadon with foreign sub- 

siaianes 

Credited to Commonwealth Bank of Australia 

Credited to foreign bank partially owned by foreign government. 

Deduction, Act of 1909 

Disallowed as deduction, effect on invested capital 

Fractional part of month, collection of 

liberty loan bonds. (See Liberty Bonds.) 

On additional aeseeeements account of delinquency 

Oq funds used temporarily for construction purposes charged ti 

capital account 

On tax, deductibility 

On tax on amended return 



1101 
1117 
1145 
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Inteieet — Continued, 

On tax when extension granted Commiamoner of Indian Affiaira. 
Paid by corporation, conetruction plant-. 

Park fund certificates iasued by city 

Paymenta in connection with executory o 

Rejected abatement claim 

Interstate Commerce Commission, instructioofi of, relative to pto&t 

and loBs adjuetmenta j- , 

Inventories — 

Abatement claim for loss in 

Average cost baais. ..'. 

Average market price , 

Base Block method 

Claims account of sume advanced 

Claims for loeses in 19X8, items embraced 

"C. O. D." and "Will call" sales, when included 

Copper industry, eale and bailment distinguished 

CoBt of production unascertainable 

Dealer m Becuritiea 

Diecounts, cash on purchases carried in discount account... 

Estimated 

Farm price method 

Farmers 

Farmers changing from cost to accrual basis 

Farmers changing from receipts to accrual basis 

Goods acqiured priw to March 1, 1913 

Goods manufactured prior to March 1, 1913 

Liquor 

Liquor, addition of carrying chaises to cost 

Losses (see alio Deductions) — 

Abatement claim filed, basis computation second install- 
ment tax 

Abatement claim not to embrace anticipated profits 

Lumber manufacturers 

Market price 

Materials lor Government contract 

Method of pricing, permission to change 

8t«ck, short sales, loeees 

Tobacco indusliy 

Invested capital — 

Adjustment when additional taxes Bsaessed 

Adjustment when claim pending under sec. 32S, Act of 1918.. 
Admissible assets — 

Certificates of indebtedness, conversion into Victory loan 

liberty bonds, subscribed tor, not fully paid 

Affiliated corporations, stock of subsidiary acquired for cash.- 

Bonds exchanged for stock under convertible trust deed 

Borrowed capital — 

Advances by stockholdeta 

Debenture boads 

Loans by partner to partneiahip 

Profits credited to etockholdere' accounta left in business. 

Stock, preferred, invested capital 

Surplus voluntaiily paid in by principal stockholder, re- 

pajTuent 

CommisaLons paid for sale of capital stock 

Constructive, determined under Act of 1917.. 

Corporation with branch abroad keeping accounts in fore^n 

currency - 

Cco'poiaticm rec»ganizing and issuing new stock for old. . 
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Invested capital — Coutiiiued. 

CredLtots purchaaiiig assets at receivn'a sale, tmiBf^Ting to 
new eoqwration , 

Debenture etock 

Detenninitioa of, in Hfwcial cases 

Eamin^ estimated on inf<Hiii^ montUy appToiimatioB basis, 
Inadnuasible aaeetB — 

Capital stock ol other corporations owned 

Federal Keeerve bank stock held by member bonks 

Foreign corporation, stock owned by domestic corporation. 

Porto Rico bonds 

War Finance Corporation bond^ hinds invested in 

Irsuiance policies on officers, cash surrender value of 

Intangibles — 

^AmounU paid to t^ce up notes aS' part of purchase price of 

Contracts 

IDe^«ciation, brewers and distillerB 

Depreciation, scope of 

Formulas paid in for stock, limitations 

Methods of determining vuue 

Money spent on development of, by dehinct corporation:. . 

No par value stock, linutation of intangibles paid in for 

Patent used free by corporation not invested c^iial 

Interest disallowed as a deduction 

Interest on company's funds used for construction puipoeee 
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I unconditional subscription, when 



a by gift, time of valuation 

Nominal, assessment under 1917 Act 

Normal,, profits abnormal, assessment of t*t when 

Notes i«ud in for stock .' _ 

Eeal estate paid for with stock .» 

Reduction of capital by exchange stock, effect on income. 

Reserve for taxes — 

Beduction of invested ct^tittd as of date tax due Mid 
payable 

Taxes included in invested capital, when. 

Stock bonus to officers of corporation, eRect on capital 

Stock boi^ht by partners to aid partnership 

Btock distnbuted to employees in payment for 

Stock dividend 

Stock issued to officer oi 

included in _._ 

Stock retired at premium 

Stock Hold to employees on installment basis 

Surplus and undivided profits — 

Additions to surplus account of betterments and good will . . 

Appreciation in value of lease 

Apj»«ciatLon in value of prop^ty, relation to invested 
capital 

Appreciation not realized by sale 

Appreciation realised during taxable year 

Bistillii^ corporation, restoration to surplus amounts pre- 
viously chiHged to obsideecence 

Elamings credited but not paid to stockholders 

Good will, by expenditure of la^e sums in advertising. . . 

Good will created to offset impaired capital 

Installment sales basis of reporting profits, surplus adiust- 

Insurance policies,, cash surrender value where policy is 
terminated and paid 
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Invested Cfipital — Contiiiued. 

Surplus and undivided profits — Continued. 

Insurance policiee, on officers, cash surrender value of 

Intangibles, money Spent on development of by defuntt 

corporation 

Munitiona manufacturers' tax, amortization deducted 

under 

Paid-in surplus, replacement fund, derived from insurance. 
Patents, capital stock paid for not subject to 20 per cent 

limitation 

Patents, coet and appreciation of 

Patents, value of, when included in invested capital 

Reserve for 1918 taxes 

Salaries paid durii^ prewar period, adjustment of 

Stockholders' trustee account, relation to invested capital. 

Stock ol foreign corporation, when admissible 

Unearned interest or discount not reported as taxable in- 

Tan.cjble property, contract involving rights in 

Tangible property paid in- 
Capital stock' cbanged, 20 percent limitation 

Consolidated invested capita, corix)ration acquiring stock 

of BUbsidiariea 

Construing r^ulations governing appraisals 

Contract and leasehold 

Depreciation, deduction from paid-in surplus 

Exchange of property acquired at foreclosure sale for stock. 

Stock exchanged, assets greater value 

Valuation of assets where defective accounting records 

Value in computing inveeted capital 

, Tales accrued, when invested capital 

Taxes withheld by withholding agent 

Telephone company while under Government control 

Investment, property or securities, loss in 

Involuntary sale, taxability of profits 

Iowa automobile tax 

Irrigation ditch company associations 

Items not deductible. {See Deductions not allowed.) 

J. 

Jamaica, credit for taxes paid to 

Jamaica, exemption and credits allowed citizeiis of 

Japan, subjects of, credit for tajtes 

E. 

Knights of Columbus, contracts with 

Knights 01 Columbus War Activities, employees of 

L. 

Labor oiganization as educational institution 

Labor unions, ben etits received from while on strike, taxability 

Labor unions, deduction of dues paid to 

I.abor unions owning and controlling business activity, exemption 

of 

liandlord, local benefit assessment paid by tenant, income to 

Acquired by gift, time of valuation in determining invested 

capital 

Amount paid for cancellation of 
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- Leases — Continued . 

Apartment, loes from eabletting 

Appreciation in value of as paid-in surplus 

Co(u mine, taxability of royaltiee received by lessor 

DeductioD by lessee for alteratiooa and improvemenbi 

Determinadon of capital invested in 

Oil leaaes exchanged for corporate stock, computation gain o 



Kailroad built by township and county 

Libnty bonds — 

Bulks as original subscribers 

CoUaterol ezemplum of interest explained 

Consolidated corporation, when "original subscriber" 

Corpcvation Bucceesw to partnembip, whra "origiiLal sub- 
Date of tax returns, meaning of 

Differentiesuea held during taxable praiod 

Dividends paid in, value below par 

How exemption computed 

Inherited, exemption on account of 

Inttcest coupons diaposed of by gift 

Interest on indebleduew incuired to purchase Vict^My notes... 
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Partnership electing to be taxed as corp<H«tion "original 
subscriber" 

Sold by firm to partner 

Use of Form 1125 in computing exemption 

When changes in holdiBga 

Liberty bonds ajid Victory notes, exemption of 

life insurance. (See Insurance.) 

" Like oreanizatinn " — " niimlv I™ 



" Like organization 



"purely local character," Msociation quali- 



Limitation of penalties under Title II, Act of 1918 

limitations of^tax, consolidated net income 

limitatdonB of lax, when profits from sale of discovered mine 
liquidation dietribudon (see also DivideoAB)— 

By redemption preferred stock at premium 

By tzuateee in inatallments ' 

liquidation resulting in abnormal profit, aaaesement of tax . . 
Liquor — 

Carrying charges included in valuing iaventwy 

Decline in value of 

Inventory value of 

Lithuania, credits allowed citizens of 

Local benefits aaaesBments pud by tenant for Itmdlcnd 

Loss or gain, baaiH for determining. (See Gain or lott.) 
Losses. (See Deductions and Net losses.) 

Limiber exporters' association, deduction of dues paid to 

Lumber manufacturers, inventories of 

Luxembui^, subjects of 



Mandamus proceedings, coat of 

Mai«inal trading in stoctra, losses by corporation . . 

UarW value, determination 

Marriage agreement, sums paid under 

Maryland public-service corporation, returns 

Hanachusetts trust, when not an association 

Uerch&ndise seized by Germany, cbaigiug oft 

11417°— 20 21 
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Uerchant marine sea-tninit^ bureau, Usability of compensation 

Meiger distinguished from cons olidation - 

Metger priot Co Much 3, 1917, fwrnaltmu^Bttbaequent thei»to. . 

Uicnigan limited paitnerBhip 

IClitaryBerTice, eiemption of compensation for 

Military service, exemptioD of compeoaation hu', yean applicable.. 
Mineral depoeits, discovery work oone by corporation. . 

Mines, joint eon tributots for locating, whentaiahle; 

Mines, oil and gaa wella discovered by taxpayer 

Mines, oil aiud gas wells, sale of, computation of gain or looa 

Mining com^miy, cost of proepectiog and d0Tek)i»a^t 

Minnesota &e relief certiiicstee, »(eKet on. 

Mieaiseippi UQiited pftrtneT^pe ~ 

Municipality, holding property in trust, income to charity 

Uonicipal owneiship of water, light, power, and beat eraapkny. . 
Munitions tas — 

Amorti^rtion deducted under 

Chargeable to year munitions made and sold 

Computation and deductibility 

Manufacturers makit^only parte 

Return, deduction of e^icess profits tai 

Mnsical oi^raization with educational prognm 

Mutual health and accident asaociations 

N. 

National Dry Fedemtion, contributions to 

National Gnvd officer, compensation of 

Naval Reeerviats, retainer pay , 

NavigatiMi association 

Negligence without fraudulent iat«at in ■»«T""C return 

Appreciated value of property in computing pnewM imcomee . . 
Corporation owned by and indebted to Frendi interests, ccffii.- 

j)utationof 

Dividends fromfOTeign corporation under 1917 law 

ExchaogB iat«e applicable to proflta (A foiMgn Iwancfa 

Teleptume compamee, while under Government c<Hitr«l. . 
Net income: individuals — 

Accounting period, notice of change in 

■ Accoantingperiod,useof separate, (otpaMaofbuonetB... 

Basis of computation 

Compenaation of agent appropriated from profits 

Estimated inventory, apiKirtionment of earnings 

Exchange rates applicable 

Farmer changing from cash to accrual baaiB. inYentariea. . . 

Fanner changing from receipts to accrual bade 

Fiscal year, change to caleadaiyaacbaaia.. 

Foreign exchange, conversion o^ in case of traders amd manu- 

factiaiMS 

Foreign exchange in valuing goods purchasedabroad... 
Foreign exchange rates applicable December 31, 1919. . 

Interest acCTued to decedent, how reported 

Profit and loss adiustmenla, prior years — instructions Interstate 

Comnmce Commiadon 

Betum upon basis beat adapted to busineaa 

Royalties, accrued and received, reported on cash baaic. , 

Short aJee of stock - - 

Unitedi States money, expression of inetma iBteiniB of. . 

Vendee paying tax on profit accruing to vsndnr 

Net income of partnership under sec. 330, Act of 1918 
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Net 

Accounting period, teea ttuui vear. . 

Allocation of dividend paid by corporation during period of 
operation at a losSi 

Credit tat, on income from Government conduct 

Failure of corporation, not businees loaa of stockholder.. 

FarmerB 

Fiscal ye»r falling partly between C>ctober 31. 1918, and Janu- 
ary 1,1920 

. Floods, net lose caused b7 

Foreign corporation from operations in United Statee. . 

Liquidated damagee, cancellatioa of contract 

Fartneiship loases 

Wbeii nonet income for preceding year 

New York State franchise tax on accrual bans 

New York State income tax, deduction of 

New York State inheritaEce tax, deductibility 

New York 3tAt« tax on tranater of property by will, ei 
No par value stock, limitation of intangibfee r ' ' ' ' 
Nonreeident aliens, (See Aliens.) 
Not«s paid io for itock, invested capital.. 
Nureery (Inc.), taxability 



epaidii 



Oath, when omitted from Form 1078. . 



And de^sedation, invention, war device 

Building 

Deduction on plant by reason of prohibition 

Bistillii^ propertiee, account ]»Qnibition legislatii^i 

Good wiD, when allowed 

Officers compensation, on basis percentage of gross sales 

Ohk) limited partnerBhipe 

Oil and gas wells. {Se^ Deductions; depletion.) 
Oil company, trustee selling assets of, princqial value demon- 
strated by trustees 

Operating deficit, steck surrendered to wipe out 

OK^hard, productive stage reached, depreciation 

Oicharde and vineyards destroyed 

Oregontrurtcompiniee, savings banks, etc., taxes on stock ot 

Overdue coupon bonds, ownership to be shown when interest col- 
Overpayment of "Undistributed net income tax" 

Owneieh^ certificates — 

Construed as being income retums 

Debtor corporations address to be shown 

Draft by domeetic bank covering foreign item of interest 

Executed on wroi^ form, bank authorized to chan^ 

Executed when interest coupoiie exchanged for script 

Foreign corporation required to file.. 

Inspection of , by debtor corporation 

Schedule of 

Owningor controlling substantially all the stock, construction of. . 

P. 
PBTtnerehipft— 

Accounting period, change of 

Accounting period different from that of individual partner* . . 

Becoming corporations and owning stock other corporations 

Classification under 1917 Act, what constitulee borrowed 
capital 



C'.ooqIc 



Partnerships — Continued . 

CompeoBatioD for servicee u underwriter, taxability 

CompenBation from 8tat« for services under conti»ct 

Defiiiition of .*. 

Diaedved in July, 1917, taxability 

Distribution in kind of partoership aeaetfi 

Dividends on ^tock owned by firm, how reported by individual 

partners 

Donation by asaignment partnership profits, eSect of 

Exemption of S3, 500, partnerinactive military Bervic«- .. 

Fiscal year ending in 1916 

Foreign, ln«»ne from saleofgoodspurchaeed in United States, 

taxability - 

Foreign, income from United States 

Foreign, interest ^id to, return of information 

Foro^n, member in United Btateson buainees 

Income from particular source 

Insurance, ptutnership as beneficiary 

Iiimited, as corporations 

Limited, Pennsylvania type 

Liquidation, warprofifaand excees profits tax liabiUty, 1917. . 

Loss in inventory, abatement claims, procedure 

Net income 191S more than 20 per cent invested capital 

Partner's share of income from dividends, subject to surtax — 

Partner's share of income, when to be reported 

Profits distributed in securities subsequently sold 

Profits to be earned in future, donation by assignment 

Single venture, holding profits intact 

Stock exchange seats, purchase of 

Tax withheld by foreign country, credit for, procedure 

PartneisMps and individuals in default excess profits tax law, 1917 . 

Partner turning over to partnership salary from city 

Patents — 

Capital stock paid for, not subject to 20 per cent limitation . . 

Cost and appreciation of, in computing invested capital 

Deduction of expense of defending title 

Depreciation, basis of 

Depreciation where interest retained on asslpiment 

Infringement, damages awarded for 

Used free by coijwration not invested capital 

When included in invested ca];ntal 

Payment of taxee {»ee alio Penalties)— 

B^ certified or uncertified check 

Citizen leaving country, consular receipts as evidence of 

compliance 

Collection of tax by suit^ 

Compromise offered 

Corporation dissolving, not retaining funds to pay tax. . 

Five-year limitation, when applicable 

Waivers, further taxes, 1918 and prior years 

Declaration of termination of taxable period — 

Certificates of compliance, issuance of 

Date used in determining status of alien departing from 
United States 

Earnings of alien departingfrom United States to be shown 
by ernployer 

Payment of tax by alien departing from United States . . 

Bepresentatives foreign countries bearing diplomatic past 
ports 

Virgin Islands as foreign teiritory 
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Payment of taxes — Continued. 

Fonoer leeideiit United Staf«e not filing return 

Interaat on tax- 
Claim for abatement, rejected, iutoreet 

Installment of tax, fuet undereatimated, int«Test on 

Intereet for fractional part of month, collection of 

Interest on tax, deductibility 

Payment of tax by certificates of indebt«dnese 

Procedure when installment o£ tax not paid on notice and 

demand 

Time for payment of tax — 

Corporation deriving income from Government contracts 

on "per unit" basiB 

Tax, payment of, validity T. D. 2797 

Fay rolle, evidence of residence, when 

Penalties— 

DiecloBure ot retume , 

Failure to file return- 
Compromise of specific penalty 

Delinquency, when business expense 

Delinquent Buitplemental rel^ime, 1918 

Information, failure to file return of 

Partnerehips and individuals in default, excess profits 

law, IW 

' ' Reasonable cause ' ' and ' ' notice from the collector " 



Returns for 1914 filed after three-year period expired 

When extension ot time granted Comraissioner of Indian 

Affaire 

Withholding agents 

Nonpayment of lax — 

Absence from country aa excuse for default 

Citizen leaving United States, refusing to pay tax 

' Delinquent return filed and total tax paid 

Evasion of tax, advising or inducing 

Interest on tax on amended letum 

Limitation of penalties under Titio II, Act of 1918 

Property eeized by Alien Property Custodian 

Betura filed within general extension period but tax not 

Warrant of distraint, charge for 

Warrant of distraint, when $6 added to tax 

Warrant of distraint, when $3 collectible 

UnderstBtcd return— 

Deliberate 

Excessive amortization deductions 

Interest on additional assessments 

Negl^nce without fraudulent intent 

Partly due to negl^nce and partly to fraud 

Understatement, meaning of 

Pennsylvania limited partnerships 

Pension fund — 

Employees* organization distinct from company 

For benefit of employees 

Police, contributions lo 

Pensions from State to retired employees 

Pensons, taxability 

Personal and family expenses. (Ste Deductions not allowed.) 
Personal exemption and $3,500 exemption, compensation military 



Personal residence, gain from sale. . 
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Fereonol service corporation — 

Application 50 per cent clause, sec. 200, Act of 1918 

Brokerage biisineHs 

CoramBwifll Bchool 

CorpOTatioMeatabliahingrtatuBW, procedure 

Entire income from property owned. 

Freight-forwarding business 

How diatribulive sbare of deceaaed stockholder reported 

Income not derivedflolely from ac tivi ties of BtockhoulfiiB 

Incorpentcd agency with nominal capital 

Insurance brokerage corporation 

Sanitarium _. 

Stockfaidder in another personal service corporation 

Stockbolder reporting (Rstributive share of undistributed net 

Stockholders actively engaged as saleBinen 

Snbgtajitiall>[ all the stock, construction of 

Trading Bs principal 

Withholdiiig 

Philippine Government certificates ot indebtedseas 

Pl»ee lor fllmf returns. (See Eetums.) 

PoUnd, subjects of 

Porto Rico — 

Bonda 

, Bonds as inadmissible aseeta - 

Citizens of, taxability 

Foreign corporation with buuness in United St)U«s and Forto 

Rico 

Income tax credits 

Preeumption as to residence 

Prewar accounting period different from taxable year 

Prewar period- 
Abnormal, special case 

Appreciated value of property in computing prewar income . . - 

Rivate bounding lines, meaning of, for depletion purposes. 

Pnvate capacity, appluation of term to stockholder 

I^it and loss adjustments, jmj^r years, instructions Intestate 
Commerce C^ramiesion, effect on income ..- - 

Profits- 
Accruing to vendor, vendee ]>aying tax on 

Foreign, corporation from sales in United States, not fixed in- 
Reported installment sales basis 

Returned' previous years 

ProfitsdiariDg fund for employees, income from, taxable to whom. . 

I^fils of coniorationB taxable f« stockholdets— 

Accumulation ot profits, unreasonabie, bow determiaed- 

Retention of prolils, reasonable needs of buainew 

Retirement otcapiUtl stock without distribution of surplus 

Surplus invested in Victory notes 

Undistributed smplus, applicability of sec. 220, Act of 1918... 

Prohibition, inventory value of liquor affected by 

Property — 

Acquired prior to March 1, 1913, inventory 

Manufactured prior f« March 1, 1913, inventory 

Of cotpMation bought by creditors and transfeiied to new cor- 

Pntaraa, formerly Pnissiai] Pcjimd, auhjecta ot^ sxemptiona and 
credits 

Public Haaltli Service, employees of 

Public utility corporation chai^g interest on company's funds 
used tempOTBrily 
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denoiniiiatioii, exemptioD. 



Fubliakiug house owned by 

Pmchaee price in escrow 

Piuely loc^ character, aasociation quatified ondei. 



Railroads-- 

Oontraetwith Director Genaalot,,. . . 
EamingH paid to charitable institution. 



Owned by towTiehip and county, leased, taaabilityA^^ : . . 

TaxabSi^ ol intereBt on certtficMes of iBdefa«ednea^«f Dk«e- 

tor General of. ,. _ , , 

i estate- 
Association for piucfaaoingaiid holding, how t 
Bought tw profit, expenses incident to holdi 
Deterred payment sales 



how taxed 

payment sales 

Not inchidod in vilL. , 

Sale of, part payment made in prevkms yei 

8ale of, sul»staatial initial paymeut 

Bales, paym«it notes having no discount value, computation 

of pvoSton 

to comjJ.etion of development, computMioii: ot 



Sales iKior 

Reasonable cause for not filing return 

Rebates, lo^irom — 

Deductibility 

Ondefeetiveaxtda 

Receipts imm. (Sm Accounting method.) 

Beceiptsfortaxee, eimalatitHi of. ,._ 

Receiver anointed by State and Fed»al courtft, taxability. 

Receiver, tmstee, or Bimilar fiduciary, taxability 

BedCroso— 

Amount received from, 

Contracts with. 

Beductioa <rf capital by exchange stock, effect 
Beductioa efinvested ca^Atal as of date tax due.. 



ffi of living expenses, tMOdtttity. 



Abatement of tax shown on. tentative retnm 

Alieafiling claim, date required 

By collector 

Excess profits tax paid by partnereliip on 191S iikC(» 

OverpasTnent of tax on undistributed net income. . . 

Partnership beceming incorp<«Med choming credit Eor taxes 
oveniaiQ by fonner 

Procedure when no 'tax due, tenUtive return filed... 

Special allowance when no penalty due 

Suits for recovery of taxee ^roneoudy collected, sums due 
United States «a ofbet- 

Tax overpaid previous year 

Tax paid on stock dividends 

Tax peidon atockdividends, stock roistered in. hraksr'^name. . 

Tax withheld from interest on tax-free bonds paid to foreign 
corpostion 

Tax withheld _ 

Where atieu employed tor three months 

Where Form 1078 filed 

Regulations {see also Amenthnenta)— 

Art. 568,.»pplicationof ■... 

Inspection of rebima, 

RdJgiouBCCOporationa. (iSee Deductions: chadtablacwitribiitiKis.) 
Religious orders, income, members of . 
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Rentel— 

Loes on account of State law 

Paid in crop aharee, return ot infonnation 

Reorganization (see also Valuation of aaaeta upon reorganization) — 

Appreciation of asBots transferred tosucceearar 

Bank changed from State to National 

Committee, when trust 

Election to be taxed as corporation- 
Corporation, de facto, meaning of 

Net income of partnership under sec. 330, Act of 1918.. 
Partnership becoming corporation and owning stock other 

corporationa 

Partnership, oet income 191S more than 20 per cent ii 

vested capital 

M«ger and consolidation distinguished 

Ot corporation in another State, invested capital 

Of parljiership through death of partner, returns 

Prior to March 3, 1917 

Replacement — 

Equipment lost one year replaced another year 

Fund, relation to invested capital ,. . 

In kind, Government returning different propMty frran that 

taken 

In kind, larger vessel, same general type 

In kind, tugs and barges 

Property iwd for residential or farming purposes 

Value of property, speculative value 

Representatives of foreign countries bearing diplomatic paaeporta. . 

Representatives of foreign Governments, exemption from tax 

Rescinded dividend, in eECesa true earnings 

Reserve — 

Additions to, by uunuance companies 

To cover loesee due to climatic coDditions 

To liquidate coupons 

To redeem preferred stock 

Residential property, sale of, when loes deductible 

Retention of profits, reasonable needs ot business 

Retirement ot capital stock without distribution of surplus 

RetumB — 

Amended, estimate of future exponditurea found incorrect 

Broken. (See Information at the source.) 
Consolidated — 

Branch of corporation turned over to new company not 

incorporated - , 

Foreign taxes paid by foreim corporation affiliated with 

domestic corporation, credit for 

Income from <S)vemment contracts 

Intercompany interest chaises, domestic corporation with 

foreign subsidiariee 

Partnership becoming corporation owning stock of other 

corporations 

Returns of information 

Corporations- 
Affiliated, when consolidated return not permitted 

Alien property custodian, returns when property taken 

over tiy 

Bank changed from State to National 

Capital chat^j erroneous, amended returns 

Changing domicile through transfer of charter 

Claiming alSJiation account of business relations 

Extension of time for filii^ 

Fiscal year basis. (S« Fiscal year.) 
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Returns— Con tinued. 

Corporation — Continued . 

For more than 12 monthe 

Fraetiooa! part of year, credit 

Opierating after <^rter annulled 

Organization not perfected 

Procedure where corporation deducted coutributioii 
toieouanceT. D. 3847 

Reduction of 12^000 cfedit 

Trangportation companies under Fedd«I conlrol 

Fidudariea — 

Benefidariea of trust, alio fiduciary 

Distributable share of each beneficiary to be shown. . 

Doniirilittry execu tor filin^for entire estate 

Nonreeident alien benefiaary of two trueta 

Nonreradent alien, return for eetate of by ancillarv executor. 

R^ubtionH 33, revised, art. 29, par. 200, amended.. 

Revocable trust 

Individual — 

Alien enemy, property held by Alien Property Custodian. . 

Bankrupt 

Claim for refund, wlien complete return required.. 

Diflcloeure of, penalty for 

Husband and wife, (uviaion of income 

Husband and wife, method of reportii^ income 

Income from estate when no fiduciary 

NonTeBidentalien,claimforrefundof excess tax withheld, 
return required 

Verification of returns, American citizens in China.. 
Inspection — 

Certified copiee of ownership certiflcatee 

. Certified copy of taxpayer's letter furnished attorney tor 

Copies of returns furnished executor 

Jomt return, husband and wife 

Lists in collector's offices for public inspectioi 

Owneiship certificalee, inspection of by debtor corporation . 

lU^lationa governing 

State imposing income tax, inspection by. . 

Stockholders ' protective committee 

Taxpayers, list of names of, for use of comptroller of State. . 
Partnership — 

Period to be aovered by 

Reorganization of partnership after death of partner . . 
Fenaltiee. {See Penalties.) 
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Bank, insolvent, in liquidation 

Corporation in liquidation, income received by ai_^ 

Income received from investments during liquidation.. 

Period to be covered by 

Time and place of filing — 

Corporation, extension of time 

Corporation in hands of receiver 

Domestic corporation 's business and accounts abroad . . 

Eitensiou by collector 

Extension granted either puty filing joint return sufficient. 

Extension^rantod nonresident alien individuals. 

Extension in case of persons abroad, interest 

Extension to CommissioneT of Indicm ASaire 

Taxpayers abroad 

Tentative returns, conditions of filing 

Verification of 



IletumB wtere ch&oge in accoimtiiig period not permitted. . 

Reward tor prevention of bank robbery, taxability 

R^ht to SHMcribe to stock, eale of 

Royalties: 

Accrued aad received, reported on cash baeia 

Intetesta purchaeed in worthlesa oil land 

Paid to majority stockbolder ica use of pAtent. 

Paid to nonraadent loreign corporation , 

Received for lease of mine, taxability under 1913 and 191i 

Ruwian bank creili teas bad deita - 

Rusoan bant depoeits as bad debts 



Sailors, Unit«d Statea vcaaela, exiuninrtwn tor tax purpeeeft. . ., 
Salaries (sMoi^o DeductiiiDs: compenaataon) — 

Paid duiing prewar period, ttaju«tm«Lt , 



Ab agent and ae principal, one busiiiefiB for excess profits. . 



n inventory- - 



meat, computatiun of profit. . 
"C. O. D." and "Will Call," when included ii 

DiBtD^uished from bailment 

Expenflea, Government contract 

ForecloHure, bondboldera purchaoi^ pi<4>erty and ^"fmirg new 

Fractional intereHia in veeadb, liability for 1917 cacese proGia 



Oil stock and rights, liabiQty for 1917 excess fowfita tax 

Property acquired by gift, bequeet. devise, or descent 

Property, conditional, funds in escrow, when pro£t taxable... 

Real estate, deferred payment 

Stock leceived as dividend 

Salvaging and retirement of equipment, computatioa of loss 

Sanitarium owned and operated by doctors 

Banto Domingo bonds, interest on - 

Savingafund association, exemption 

Scrip, interest coupons exchanged for, equivalent of caA 

Scrip payment of interest on bonds 

Seaman, nonresident alien, inaldng occasional coutwisovorjvge^-. 
Securities — 

Held in trust, profit on sale 

Loss OD, not business operatii^ loss 

Loss on, return by adnumstrator for deceased taxpayer , 

Sold at loss, later repurchased at same price 

Short sales, borrowed stock 

Simulation of receiplfl for faxes - 

Sixty-day (awvision, Bec.201, ActoClSlS, effect of 

Soldiers aiui sailors, exemption 

Special caaes — 

Abnorrnal conditions in prewar period 

Conunnsion business also deiding on own account 

Computation of tax on 50 per cent of net income. _ 

Conservative accounting placing corpcsmtioQ at dindvant^e. 

Corpoiation 'a volume ofbusineas due to efiorts of atocUuMeiB, 
capital material faclot 

Foreign corporation, method (rf computing tax; inHtaUments 

Good will by advsrtisii^ when invented capital. .. 

T --— [pared with invtated aqwtal, abnonBally la^^ 



Invraition of unknown value, principal ai 
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Determination of 

Normal, profitskbDconud^MBeeaiiaentof tax. 
Liquidstioii reault.ing in abnormal profit, aseBsii 
Median, ^plication of, in determining war-profita credit. 

Minei^ deposits Bold, computation of tax 

Prewar period abnormal account of developing 



branch of 



Spruce division, taxability of compeusatioa from 

State, meaning of 

State officere and employees, nonr^dent alien, taxability. . .. 

State officers and emploj>eeB, taxability 

State witsens, {axabili^ ot tete 

Steamahipraunpany, foreign, taxability income 

Steamebips, bulk freagbt, on Gneat Lane, idloWMice for o)>«crfeec«Dc« 
StevedonngbuaineGs, claniftcatifHifca excees {Htifit«t»c under 1S17 



Act.. 



Stock- 
Acquired by gift, apptsieKl by court appi»RE 

Boughtby partnms toaid partnerflhip 

DiBclosure of ownwahip on F<»m tO&7 

Distributed to employees in payment of servicce. . 
Exchange seats puTctueed by pulnwriup 



Exchanged, aaaetH greater value. 

Exchai^ed for stock of new corpomti(»i, eetabliahi^ value of - - 

Exchanged, held in trust during war, wWitraBHtctitMt closed . . 

Foreira corporation, when admiasible 

Held by truBtee in eacrow few employees 

In untried in ventioD 

Issued to officer, unconditional subeeription, when invested 

capital 

Newly c^anized trust compaoy distributed a» divitkBd by 

On which Btockdi'videiid has been declared, pn^onEstleof.. 

Owned by parbiership, bow dividends reported 

Preferred, invested capital 

Sale ot, owned priot March 1, 1913 

Sold short 

SoldtoemployeesoDiBstallineBt ba^H — invested c^t^ 

Surrendered by fltockWd^a to vendee coipomtion 

Value onMar. 1, 1313, where no sales w«ee made 

Stock or Becuritiee, construcfaon of "or"- 

Stockholder receiving payments not formally declared a»divid«nds 

at time received 

Stockholdera' protective c<»ninittee, inspectimof retamsby 

Stockholders' tnifltfte account 

Stock-market quotations instead of book values in det^rmimng 

Snbcontractm^, corpmation, when not undtrGovemBient contact. . 

SobcontractoT employing nonrendeiitaliene 

Subletting apartment, ton from 

Subsidiary paying dividend to parent eetperaticHi 

Substantially ail the stock, censtructioB oi 

Su^r tax in Cuba 

Suit against collector, sonw due Ututed- States MoflBet 

Supplemental tax retsniR, 1918^,.ddfn<piaieiee, penalty 

Surplus invested in VictoiyiKitM^ 
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Surplvia voluntarily paid in by principal stockholder, repayment, 

eSect on invested capital 

Surtax- 
Liability of fiduciary where beneficiary nonresident alien 

Mineral depoaite sold by individual, principal value demon- 

flttated by corporation ; . 

Oil company, truatee selling aasets of, principal' value demon- 
strated by tnuteee 

Switzerland, citizena of, exemption and credit 



Tangibles. (See Invested capital.) 
Tax on corporation — 

In liquidation '. 

Stock pooled by BtockholdeiB, arbitrary division, of profits 

Trust, when taxed as corporation 

Tax, ten per cent undistributed net income, sec. 10(b) Revenue 

Act of 1917 

Tax when partly pemonal service businen^ — 

Conunisaion and brokerage business 

Fersonal service corporation, application sec. 303, Act of 1918. . 

Sales of coal ae agent and as principal, mie husinese for excess 

profila 

Taxes (tee alto Deductions: taxee)— 

Accrued during taxable ye&r, when part of inveet«d capital . . . . 

Additional aseeesments, uability for what year 

Bank stock 

Federal, priority of. 

Foreign, withheld from partner^p, credit 

Included in invested capital, when ', 

Income and war profits paid by United States citizen to 
foreign country 

Int«reet 



Munitions, year deductible.. 



parent corporation 

Paid by vendee on profila accruing to vendor 

Riid for another corporation 

I^d to foreign country, claim for credit 

Past due, interest on 

Procedure when installment not paid 

Receipts for, simulation of 

Satisfaction tax liability of estate, followii^ assets into hands 
of beneficiaries 

Time for payment fiscal year ending in 191S 

Transportation, adfmiesions and dues, deductibility 

^thheld by withholding a^ent, relation to invested capital.. 

Tax-free bonds, debtor corporation failing to withhold tax 

Tax-tree covenant bonds, when withholinng required 

Tax-tree covenant in supplemental agreement 

Taxpayers, list of names of, tor use of comptroller of 8tate 

Teachers, institutian maintained by State, taxability of 



Teachers' Insurance and Annuity Association of America, exemp- 
tion 

T^ephone companies, income wliile under Government control 

T^epbonecompanies, return for taxableyear including period under 
Government control 

Tempmary fluctuation, meaning of in connection with loss in 
inventory i 



Tenant paying local benefit BSBeeem en te 

Tentative returns, conditionH of filing 

Terms relating to uiveeted capital. {See Invested capital.) 

Theater tmerated b]^ truete«e, income turned over to city 

- Timbtf, aet^tmnatdon depl^ion allowance 

Time and place for filing ^ums. (See Returns.) 

Tobacco industry, inventorieH 

Transpcrtation paid by employee to and from employm^it 

Travdera' association — 

Traveling expenseB, when deductible 

Trust fund, income payable in discretion of trustee 

Trust providing for distribution of income "when received," how 

reported by beneficiary 

Trusts («e« ado Estatee and trusts) — 

ClaHsification where trustees have sole contnd 

Income of beneficiary who is trustee 

Real estate association, how taxed 

Revocable, taxability of income, returns required 

When taxed as asBociations under 1913 Act 

F. 

intra vires tianaactions, losses in 

UudoTBtatement of returns. (See Penalties.) 
Undistributed profits ot corporation. {See I^fits of corporations 
taxable to stockholders.) 

Undistributed surplus 

Unearned interest or discount not reported as taxable income 

Unit basis, Government contract on 

V. 

Valuation of assets upon reorganization — 

AsMts transferred to coiporatlon prior to March 3, 1917 

Corporation reorganized prior to March 3, 1917 

Lumber corporation, reorganized 

Meiger prior to March 3, 1917, transfer tangible assets subse- 
quent t* that date 

Property purchased by creditors, trwisferred to new corporation. 

Valuationof assets where defective accounting records 

Valuation of property exchanged for stock 

Value as of March 1, 1913, how established 

Vendee paying tax on profit accruing to vendor 

Victory notes, interest exemption upon conversion 

Vineyards, depreciation following prohibition legislation 

Vineyards, prohibition legislation 

Viigiiiia, debt commission, members, taxability of compensation. . 

Virginia partneiship assocations 

Virgin Islands ae foreign territory 

.Vi^iu Islands, taxation citizens of 

W. 

Wagera, gambling, etc., income from 

Waivers, further taxee, 1916 and prior years 

War Finance Corporation bonds — 

Exemption 01 interest on 

Ownership certiQcatee 

War profits and excess profits tax — 

Allocation of expenditures and goods on band— Govo-nment 
contracts 

Amortization when part income from Government contracts. . . 

^i.!_ . „ __jj under sec. 210, Act of 1917 
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Wu profita and excMB jitoBie t&x — Contmued. 

Compulation of bu on inconie htaa amended GovamtBvnt 

coDti-acts - 

Coatract ^rior to April 6 , 1»17 

ContrtfcDtionHbypartiiecahipnotC(UUtfrtedwitktHiMnce& 

Corporation fiBial year ended 1919, iwMXBe «xceM of 9H,S00 

from Government contract — 

FiscalysarcoiporUkuipBoGovenimeBtuicomeBft^r January 1, 

1919 

Government contract, inveited capital in taxable year 

Income roc'eived by affiliated ci»pciratioBS ircaa Govcnaimt 

contracts _ - 

Income received from profeadooal work outside trade or hoai- 

Net inc(»ne from GovEnkiuant coafaart, aet low on otber openk- 

Net loas from c^>erationH, credit for, on incoae fr«m Govcra- 

PartuerAip di»olved in July, 1917 

Partnershipinliquidation, taxability, 1917 

Profit from sate of intereeta in veeselB 

Profit from sale of oil atock, and rights, liability for 19J.7 exceee 
profitatai. 

Sale of farm and oil intereeta by phyaieian in 1917 

Sales as agent oad aaitmitir, one Cmaaen, 1917 

War profita credit. (Set Credita: corporatioiiB.) 
Warrant of dietraint— 

Charge for 

ProcednTewheaBWving.-.v. 

When 15 added to tax 

When J5 collectible 

Warrants, noninterest bearii^, issued by subdivision of a State, 

taxabiBty of discount on > 

Wai-savin^ Htampa, [u-ofit oa<ale<rf - 

Wear and tear of automobile by (baft board Berber 

Widow ol amreaident alien, fi^uerly a citizen, taxable abrtoB. 

Wife absent because (tfWorid War 

WMConHin bonus law tax ; 

Withholdii^— 

A^nt appointed by debtor cerp<ntiaa, aotica ol 

Agent, we of franked eavelopeBby 

ABen employee refuaiBg to aign old Fona 1078, later Mgna aew, 
refund. 

Alieo, filing Form 1078 piior to cspbatkiB ot tasable yew (98, 569 

Alien Property Custodian 742 

Arreara of interest paid to nonreeident alien UK 

Bank acceptanccB bou^tt and sold by aoanaident fnnnm 
co»p«atioii - 

Bank acceptances, diacouat on- 

Bank pwchaaing abioad coupons from bonds of dcoMStic rtr- 
porations, ownership certificates 

Commissions paid to nonresident alien on orders from foreign 

Corporation from nooreaideat foreigB corpocatieM in ltL8 

Corporatkm orgaaazed ia United Statea^ painopal aaiati abroad. 

Dt^ by domestic bank covering foreign item of iatefeal. 

Foreign bank with branch in Umtod Statea. 

ForeigB corporation witb agent in United Statea 

Highest applicable rat«, meaning of 

Intoteet — 

fioade of municipality oiPifto Rico 

CaU loans, "■ ' — '-~ ' — ■- 



V, Google 



336 



Withholding — Continued . 
Intereet— Continued . 

Coupons exchanged for scrip 

Coupons lost during transmiwion, ownership certificate. . 

Coupons without ownership certificfttM 

Credits to Commonwealth Bank of Australia 

Foreign hank seciiritiea collected tor nonresident aliens, - , 
Noareaident alien ownii^ bonds of domestic corporation, use 

of Form 1000 

Nonresident alien partnership, interest paid to 

Nonreeident aliens, bond interest paid to, rate of withholding. ■ 
Nonresident corporation paj-ing interest on tax-free bonds to 

United States citizens 

Nonreradent foreign corporation with agent in United States. . . 
Obligations of foreign government, interest paid in United 

States to nonresident aliens ^ 

Old form ownership certificates 

Overdue coupon bonds, when ownerdiip to be shown 

Personal service corporations 

Profits of foreign corporation from sales in United States not 

Royalty paid to nonresident foreign corporation 

Schedule of ownership certificates to be used 

Scrip payment of interest on bonds 

Seamen, nonresident alien, occasional coastwise voyage 

Seamen, nonresident alien, whereabouts unknown, wages of. . . 

Subcontractor employing nonresident aliens 

Tax-free bonds, debtor corporation failing to withhold tax 

Tax-free covenant bonds, ooligor other than corporation 

Tax-free covenant in supplemental agreement 

Use of substitute certificates .'. 

Ws^ers, gambling, etc., income from 

War Finance Corporation bonds 

T. 

Young Men's Christian Association, contracts with 

Young Women's Christian Association, branch of, exemption 
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